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NATIONAL AFFAIRS, POLICY 


LIU GUOGUANG ON PAST, FUTURE ECONOMIC REFORM 


Dalian CAIJING WENTI YANJIU [RES¢ARCH ON FINANCIAL AND ECONOMIC PROBLEMS) in 
Chinese No 3, Jun 1986 pp 2-8 


[Article by Liu Guoguang [0491 0948 0342]: “Looking Back and Ahead at China‘s 
Economic System Reform") 


(Text) I 


China's original economic management system came into being for the most part 
in the latter part of the First 5-Year Plan (1953-1957), when the socialist 
restructuring of the system of ownership of the mexns of production was 
basically complete. It was a highly centralized econa‘ic management systen. 
For a time, this system had a positive effect on ensuring China's key economic 
construction and maintaining basic price stability, and on improving living 
standards. However, with the development of China's economy and changes in the 
economic structure, this system became more and more ill-suited to the 
development of society's productive forces. For several years, although 
China's economic system underwent some changes, there was no change in its 
basic model. Its main characteristics and drawbacks were that the state's 
management of enterprises was excessively rigid, with enterprises lacking the 
autonomy they should have; it mainly used direct, administrative command 
methods to regulate the economy, neglecting the usefulness of market 
mechanisms; in its sphere of distribution, it used an egalitarian systes of 
enterprises eating out of the state's big pot of rice and staff and workers 
eating out of the enterprises’ big pot of rice, stifling the enthusiasm of 
both enterprises and staff and workers. In addition, in the area of ownership 
relationships, there Was the inclination to view whatever was bigger and more 
public as better, and an eagerness to move on to having the system of public 
Qwnership as the only system, weakening and rejecting collective and 
individual economies. These characteristics and drawbacks caused the original 
socialist economy that should have been full of vitality to lose its vigor to 
a very large extent; economic returns were low, and the superiority of the 
socialist system could not be fully exploited. Im particular, going through 
the 10 years of upheaval of the Cultural Revolution greatly damaged the 
development of China's economy, further widening the gap with the world's 
advanced countries. After the "garg of four" was smashed, people gradually 
realized that China's economy had to be conscientiously reformed before it 
could be modernized and moved toward abundanve and strength. 














Reform of China's economic system began with the 3d Plenum of the 11th CPC 
Central Committee; it has now lasted more thun 7 years. Reforms were first 
launched in the villages and achieved major brerkthroughs. Ths output-related 
contract responsibility system created by the masses of peasants quickly 
spread throughout the country; while insisting on collective ownership of the 
land and other major means of production, it changed the past approach with 
its collective management, collective labor, and centralized distribution 
using the production team as its main unit, implementing instead household- 
based production management units and contracting land out to the peasants to 
do the planting. Around this core, a series of reforms of the agricultural 
management system was carried out. Mandatory-style farm production plans were 
eliminated; except for certain types of products, the state no longer handed 
down assignments regarding unified and assigned purchases; production 
Management was handled autonomously by the peasants according to state 
purchase contracts and market ¢: iand. Peasants were allowed to sell on the 
-Market any farm products not included in state purchase quotas. The fruits of 
labor were distributed according to contract; generally the easy-to-understand 
method of "turn over enough to the state, reserve enough for the collective, 
and keep the rest" was adopted. These reforms gave the peasants autonomy in 
production management and in the distribution of earnings, stimulated the 
enthusiasm of hundreds of millions of peasants for production, and promoted 
rapid development of a rural commodity economy. According to statistics, more 
than 180 million peasant households, or more than 98 percent of the total, 
have implemented the household output contract responsibility system. There 
are now more than 4 million specialized peasant households of various types, 
accounting for about 2.5 percent of all peasant households, specializing in 
commodity production and operations. At present, the vast numbers of contract 
and specialized households are using household production management in 
planting, cultivating, and other basic aspects of production, while in such 
areas as irrigation, crop protection, some fundamental farmland construction, 
Storage and transport for supply and marketing, exchanges of information, 
etc., they are developing diverse new forms of joint economic management. By 
the end of 1984, there were more than 46,000 integrated economic bodies of 
various types voluntarily formed by the country's peasants, with approximately 
3.56 million people working in them. On the basis of increased farm 
productivity, each year millions of people in the rural labor force transfer 
from agriculture to the nonagricultural sector. By 1985, township erterprises 
had provided employment for more than 60 million people, accounting for 16 
percent of the total rural labor force and beginning to hold an important 
position in the national economy. In short, as agricultural reform spreads, 
China's backward, traditional, semi-self-sufficient agriculture is quickly 
becoming specialized, commercialized, modernized socialist agriculture. The 
success of agricultural reform and the growth of the rural economy have 
strengthened the foundation of the national economy, given tremendous impetus 
to urban reform, and accumulated experience for reform of the urban economic 
systen. 


II 


Reform of China's urban economic system can be roughly divided into two 
stages. From late 1978 up to the 3d Plenum of the 11th CPC Central Committee, 














urban reform was preliminary and experimental; after the 3d Plenum, it began 
to enter a new stage of overall reform of the economic system centering on the 
cities. The overall reform of the economic system that began in the rural 
areas and gradually spread to and centered on the cities has made great 
progress in the following areas: 


A. Major adjustments and reforms in the ownership structure were made. In 
recent years, the longstanding approach of paying attention only to developing 
public cwnership, meglecting and weakening the collective economy, and 
rejecting and eliminating individual activities has been changed and, while 
keeping the system of public ownership in the leading position, urban and 
rural collective activities have been enthusiastically developed, along with a 
Suitable amount of individual activities; and, toa certain extent, the 
development of Sino-foreign joint ventures and other types of enterprise has 
been allowed, gradually creating a situation in which various economic forms 
and management modes are developing together, with public ownership dominant. 
According to statistics, the country now has more than 800,000 publically 
owned enterprises with more than 87 million staff and workers; more than 2.8 
million collectively owned enterprises with 70 million staff and workers; more 
than 10.6 million urban and rural individual industrial and commercial 
operations vumploying 15 million people. In addition, the number of Sino- 
foreign joint and cooperative ventures and foreign enterprises has grown to 
nearly 5,000. At the same time as varied economic forms are being developed, 
the system of public ownership itself is constantly being reformed and 
perfected. Some small-scale industrial and commercial enterprises under public 
ownership are being contracted, transferred, or leased out to collective or 
individual managerent; more than 40,000 small, state-run commercial 
enterprises have been converted to collective management, more than 5,000 have 
been transferred to collective ownership, and more than 5,000 have be. 4 leased 
to collectives or individuals for management. In the past, a large percentage 
of collective enterprises that copied all the management methods of the public 
enterprises, in effect becoming "small public economies," are also adopting a 
series of reform measures to restore their collective status and 
characteristics, gradually achieving truly independent accounting, 
responsibility for profit and loss, and democratic management. These reforms 
of economic forms and management modes hav> had positive effects on 
invigorating the economy, making markets prosper, «and giving the people an 
easier life. 


B. The operating autonomy of grassroots units was expanded. In the rural 
areas, the output-related responsibility system was adopted, as has already 
been described. In the cities, the expansion of enterprise autonomy began 
first ona trial basis in six enterprises in Sichuan in 1978. In 1979, the 
concerned national departments selected the Capital Iron and Steel Corp and 
seven other enterprises in Beijing, Tianjin, and Shanghai to further expand 
autonomy on an experimental basis. By 1980 there were more than 15,500 such 
experimental industrial enterprises. The State Council promulgated more than 
10 documents regarding enterprise reform, clearly and specifically stipulating 
the rights and responsibilities that enterprises should have. Although these 
provisions are still far from being fully implemented, enterprise autonomy in 
production and management has clearly been expanded. For example, in the area 
of production planning, enterprises are given ‘the authority to handle 














production according to market supply and demand, so long as they ensure that 
the state's mandatory-style allocation assignments are met. In purchasing and 
marketing, enterprises are allowed to purchase equipment and raw materials on 
the market and to sell their own products after meeting the planned purchases, 
and they can set their ow prices or negotiate them with buyers, within a 
certain range. As for the application of funds, the percentage of profits 
retained has been increased year after year (profit retained by state-run 
industrial enterprises as a percentage of profit realized and tax paid went 
from 7.5 percent in 1981 to 9.2 percent in 1982, 11.9 percent in 1983, and 
14.3 percent in 1984), and enterprises are allowed to apply their retained 
profit to developing production, collective welfare, and bonuses for staff and 
workers. They may also combine their production development funds, 
depreciation funds, and major overhaul funds and use them for equipment 
renewal and technical reorganization. Some may also issue bonds to raise their 
own construction funds. In addition, they also have a certain amount of 
autonomy in such matters as labor and personnel, joint ventures, and so on. 
Within many enterprises, an output-related responsibility system combining 
various forms of responsibility, authority, and profit has been implemented, 
and a factory director (or manager) responsibility system has been implemented 
on a tial basis. These reforms have begun to change the status of enterprises 
as powerless appendages of the national administration and have mobilized the 
enthusiasm of enterprises and their staff and workers. 


C. Breakthroughs were achieved in reforming the system of commodity 
circulation. As a commodity economy for a socialist society was gradually 
affirmed theoretically, the argument that the means of production are not 
commodities was rejected, and various reforms were carried out in the last few 
years regarding the creation and perfection of a socialist commodity market. 
First, the types and quantities of commodities directly controlled by state 
plans were gradually reduced and the range of market regulation expanded; 
commodities directly controlled by the Ministry of Commerce were reduced from 
188 in 1979 to 23 in 1985, and the proportions of these 23 commodities that 
are centrally distributed were also greatly reduced. For example, the 
proportion for rolled steel went from around 60 percent down to 55.4 percent; 
for lumber, from around 80 percent down to 35.2 percent; for coal, from 53.7 
percent dow to 47.3 percent; and for cement, from 33.9 percent down to 19 
percent. There was a corresponding increase in the proportions of these 
products that are market regulated. Except for automobiles and industrial 
boilers, free warketing is applied to all electromechanical products. 
Beginning in 1979, the state monopoly over purchases and exclusive selling 
rights for manufactured goods for daily use, and the state monopoly over 
procurement and distribution of agricultural and sideline products, were 
gradually eliminated. The camercial system is beginning to break out of the 
closed, segmented circulation system built up over a long time in which only 
State-run enterprises operate and is gradually moving toward a diversified, 
multichanneled, open market circulation system with multiple types of 
operations and fewer segments. Various types of trade centers, wholesale 
markets, free markets, and joint agricultural, commercial and industrial 
markets have all sprung up in large numbers. By late 1984, 990 trade centers 
for manufactured goods for daily use, 646 agricultural and sideline product 
trade centers, more than 320 trade centers for the means of production, and 
nearly 60,000 urban and rural farm markets and small wholesale commodity 











markets had been established around the country. An open, network-type of 
socialist commodity market is now gradually being formed, which will be 
beneficial in developing competition and linking production and marketing and 
will better meet consumer demands and promote the accelerated development of 
commodity production. 


D. In the area of economic management, the state is now beginning to shift 
gradually away from direct control toward indirect control. The mandatory- 
style material production quotas sent down by the state to the enterprises 
have bsen greatly cut back; mandatory-style production plans for industrial 
products went from 123 products, or 40 percent of total industrial output 
value, in 1980 to 60 products, or 20 percent of industrial output value, in 
1984. Goods centrally distributed by the state went from 256 products in 1980 
to 29 in 1984. Mandatory-style plans issued by local governments have also 
been correspondingly reduced. As the range of direct control by state plans is 
being cut back, attention is beginning to be paid to applying various economic 
levers to regulate economic activity. First, .in the are of price regulation, — 
there is a change away from the previous single form of state-set prices to 
varied types of prices such as centrally set prices, price margins, and freely 
set prices, restricting the range of state-set prices and appropriately 
expanding the price-setting authority of grassroots units. For example, before 
1983, there were 85 manufactured consumer goods for everyday use wh.\se prices 
were set centrally by the state, accounting for about 75 percent of sales; 
this has now been reduced to 37 products, or about 30 percent of sales; the 
other goods either have floating prices or are completely decontrolled. After 
the system of monopoly purchase and sale of agricultural and sideline goods 
was elitinated in 1985, these products, including those meeting state 
purchasing contracts, were basically decontrolled, with the exception of 
grain, cotton, and oils, and a few other products for which the state sets 
central prices on the portion subject to contractual orders. Floating prices, 
negotiated prices or freely set prices are applied to important means of 
production, except for those that are subject to state allocation and 
distribution, to which planned prices are still applied; the proportion of 
state-set prices is gradually being reduced, and the proportion of market 
regulation is being expanded, in the expentation that these approaches will 
gradually bring planned and market prices closer together until they 
ultimately meet at a reasonable level, becoming prices that can be flexibly 
changed according to supply and demand and under the guidance of plans. This 
May well te the path to price reform that causes the least upheaval and is 
most acceptable to all. 


In the area of financial procedures, with the preliminary reform of the 
financial system and the gradual reinforcement of the role of banks in the 
last few years, a situation has begun to take shape in which diversified forms 
of credit such as commercial credit, trust credit, and popular credit coexist 
and in which bank credit dogainates; attention is beginning to be paid to using 
interest rates as a regulating lever, and within certain limits differential 
and floating interest rates as well as payment of interest by deduction have 
been implemented on a triai basis. Those investment projects 

which had previously een handled through allocations by the financial 
departments and which have the capacity for repayment are now being converted 
to bank loans. Working capital for newly established enterprises is also being 











handled through loans. In the area of taxation methods, the old, monolithic 
taxation system in which attention was paid only to the sole function of 
centralized financial income is beginning to be changed to a multiple-tax 
system featrring many types of taxes and multifaceted collection that is 
capable of meeting the development of a commodity economy and can ,;erform the 
regulating function of an economic lever. In the area of adjusting interest 
rates and evening out the tax burden, several reform measures have been taken. 
At the same time as the application of economic methods is reinforced, 
attention is also beginning to be paid to the application of legal methods. 
Since 1972, more than 300 economic laws, rules, and regulations have been 
promulgated, and efforts are being made to .ccelerate the pace of economic 
legislation. 


E. In the field of income distribution, ihe two "big rice pot" systems are 
beginning to be destroyed. As for destroying the "tig rice pot" of centralized 
control by the state over the income and expenditure of enterprises under 
public ownership, various methods have been implemented on a trial basis, it 
finally being determined that corporate taxation (i.e., instead of turning 
profits over to the state, enterprisws pay taxes) would serve as the basic 
form of the distribution relationship betwen state and enterprise. Beginning 
in June 1983, the country's enterprises under public ownership implemented the 
fir.t stage of corporate taxation: enterprises first paid a 55-percent income 
tax on the profits they realized; after taxes, the profits they realized were 
reasonably distributed in various forms between the state and the erterprises. 
In reality, this zethod combines the payment of taxes and the turning over of 
profits. As of 1 October 1984, the second stage of corporate taxation was 
implemented: aside from paying their taxes according to law, enterprises no 
longer turn over their profits. This method determines the distribution 
relationship between state and enterprise using a legalistic approach, which 
ensures stable growth in national income and also allows the profits retained 
by enterprises to continue to increase. The general principle behind reform of 
the distribution system within enterprises is to associate the income of staff 
and workers with the enterprise's economic returns; 15 percent of thes 
country's large ani medium-size enterprises have linked total wages of their 
staff ana workers to the profits and taxes turned over. Coal mines cre using a 
contract system with wages based om coal output per ton; the construction 
industry is using a contract system with wages based on output value per 100 
yuan; other enterprises take bonuses for staff and workers out of the bonus 
funds retained from profits. There is no ceiling, and the state exerts control 
by taxing excess bonuses. Reform of the distribution system has widened the 
income gap between enterprises, and between workers, which has had the effec 


of rewarding the industrious and penalizing the lazy. 


F. In reforming the system of economic organization, several attempts have 
been made and some advances achieved in separating the functions and 
responsibilities of government and enterprise, eliminating excessive 
compartmentalization, and establishing horizontal relationships. First, the 
various departments of the central government and local governments at all 
levels are now required to terminate direct operation of enterprises; except 
in special circumstances, the enterprises under them are gradually being 
transferred ‘own to the cities where they are located. The cities may no 
longer directly interfere in enterprise production, supply, or marketing but 











are to provide overall planning, and coordinate, serve, and oversee al! 
economic activities. The concerned government departments are gradually moving 
away from administrative, sectoral management to management of industries. 
This key reform is being tried out in the Ministry of Machine-Building 
Industry; the 62 enterprises under this ministry are now all being transferred 
down. The 170 enterprises under the Ministry cf Electronics Industry are also 
being ‘transferred down, except for certain special cases. Other departaents 
are cousidering this approach, and some prcwincia. enterprises are also being 
transferred down to the cities. There has also been some imprcvement in the 
last few years i. excessive compartmentalization, with varios types of 
economic and technical exchanges and cooperation enthusiastically launched 
between sectors, between rssions, between urban and rural areas, and between 
enterpriseri, in accordance with the principles of gutual benefit and of 
exploiting advantages and avoiding shortcomings. On the basis of voluntarismz 
and mutual benefit, enterprises are breaking down the barriers of 
compartmentalization and different ownership systems; some have as their goal 
the) joint development and compreliensive utilization of resources; .others are 
organizing differeut types of economic associations or enterprise groups 
focusing on expanding their capacity to produce brand-name, high-quality 
products or to develop new technologies and products. This not only promotes 
the development of userul competition and improves technical levels and 
economic returns, it a:so creates conditions for enterprises to free 
themselves from subordinate administrative relationships and to achieve a 
separation of the functions and responsibilities of government and enterprise. 


G. Advances have been made in opening to the outside. Opening to the outside 
is an important component part of the reform of China's system of economic 
organization. In the last few years four great \trides have been taken in this 
regard. The first was in 1980 when implementation of special policies and 
flexible measurct for developing foreign economic relationships was approved 
for Guangdong and Fujian. The second was the establishment of the four S£Z's 
of Shenzhen, Zhuhai, and Shantou in Guangdong and Xiamen in Fujian. The third 
was the 1984 decision tc gradually open up 14 coastal port cities and Hainan 
Island. The fourth was the 1985 decision to gradually oper up the Changjiang, 
Zhujiang, and Minnan delta regions. In future the Liaodong and Jiaodong 
peninsulas will also be opened, gradually forming an open belt along China's 
coast. The vast inland provinces and the cities are also enthusiastically 
developing foreign econmaic rwlationships. By late 1985, China had approved 
the establishment of a cumulative total of more than 2,300 Sino-Yoreign joint 
ventures, more than 3,700 cooperative enterprises, and 120 exclusively 
foreign-owned enterprises, and had approved 35 offshore oil cxploration and 
development projects. At the same time, initial fronts have been opened and 
advances made in absorbing foreign capital and developing foreign contracting 
and cooperation in labor services. Preliminary reforms have been made in the 
foreign-trade system, appropriately expanding tne autonomy of i iloval 
governments and enterprises to engage in foreign trade; a system of sharing 
export ccmmodities has been implemented. All of this has mobilized general 
enthusiasm for foreign trade. The total volume of import and export trade is 
increasing rapidly and was forecast to be $57.6 billion in 1985, an increase 
of 57.8 percent over 1980. 








In short, varying degrees of progress have been made through the reforms of 
the past few years in the Chinese economic system, in such areas as_ the 
ownership structure, expanding enterprise autonomy, developing market 
relationships, state management and control of the economy, distribution of 
economic interests, the system of economic organization, and foreign economic 
relationships. These reforms are developing the tremendous potential that lies 
buried within the Chinese people, turning it into a great driving force for 
promoting economic growth. Throughout the Sixth 5-Year Plan, the average 
annual rate of growth in total social output value and national income reached 
about 10 percent, greatly exceeding the 4-percent target set in the plan. Such 
growth is rare in today's world. As the economy develops, living standards 
have improved rapidly; comparing 1985 to 1980, and eliminating the price- 
change factor, average annual growth in peasant income was i4 percent; for the 
income of urban staff and workers, it was 4.7 percent. This good economic 
outlook is inseparable from the increase in vigor brought on by reform of the 
economic system. 


III 


While looking back on the achievements in reform of China's economic system 
over the last few years, it is impossible not to note that the overall reform 
of the system focusing on the cities is still in its preliminary stage. The 
new economic mechanisms are far f.om being completely established, and the old 
rechanisms are far from having withdrawn from the stage of history. Although 
reform of the rural economy and the unnationalized sector has made 
considerable advances in such areas as decentralizing decisionmaking 
authority, marketizing regulating mechanisms, and doing away with the 
egalitarian system of distribtion, reform of the urban economy and the 
nationalized sector is still preliminary and tentative. The old models cannot 
be said to have undergone any fundamental change. In short, there are two 
problems present in the current reform of China's economic system. 


The first is a microeconomic problem: enterprise vigor and the positive 
effects of market mechanisms are still far from being normally exploited. 
Small enterprises in the nationalized sector have gained a capability for 
autonomous operation through contracts and leasing, and they have been 
somewhat invigorated; however, the series of provisions and measures taken by 
the State Council to expand enterprise autonomy has not been properly 
implemented in large and medium-size enterprises. The autonomy transferred 
down to them by the state is often intercepted by the responsible 
administrative departments of the central government and the various levels of 
local government (and by the administrative companies formed by reorganizing 
governmental bodies), creating the problems of large and medium-size 
enterprises being insufficiently vigorous and being in a disadvantageous 

position for competition. Surveys and analysis show that only some 20 percent 
of large and medium-size enterprises are reasonably vigorous; 50 to 60 percent 
have had their autonomy expanded somewhat but have not been truly invigorated; 
and about 20 percent have been dilatory in launching reforms, so that their 
passive powerlessness has not changed very much. The tax burden on large and 
medium-size enterprises is too heavy; in 1984, the share of realized profits 
retained by these enterprises was only 12.9 percent, which is lower than that 
retained by small enterprises. If we also deduct such expenditures as_ the 








various apportionment items, the funds actually available for self- 
transformation and self-development are extremely limited. Moreover, after the 
second stage of corporate taxation is implemented, the regulating tax for a 
given enterprise is ultimately determined by its profits, which is clearly a 
case of beating a dead horse. An enterprise's reorganization, associations, 
and development of horizontal relationships are often restricted by the 
responsible agency higher up. 


Furthermore, measures for microeconomic invigoration are often aimed only at 
the driving force of an enterprise; if giving an enterprise authority and 
profits is emphasized at the expense of exerting pressure on it, and 
particularly if the problem of weak budgetary constraints has not be resolved 
and no mechanisms of self-restraint have been created, it is very easy to 
induce the enterprise to pursue short-term profits. Many enterprises, after 
gaining the right to retain their profits, not only have been unable to 
restrain their own appetites for quantitative expansion and their investment 
fever, they have caused an expansion of consumption funds through unchecked 
wages and bonuses. The severe distorsions of the price system are still far 
from being eliminated, the market system has not yet been developed and 
perfected, departments and local governments are still hermetically separated, 
and the money and labor markets in particular are still in their infancy. All 
of this means that the flow of key factors of production is still hindered, 
useful competition cannot be fully developed, and the effects of market 
mechanisms are very limited. 


The second problem is that, while attention is.focused on invigorating the 
microeconony, measures for macroeconomic control have not kept apace, and 
macroeconomic control is falling behind the new invigoration of § the 
microeconomy. In the last few years, as administration is simplified and 
authority decentralized, the state has gradually reduced its area of direct 
microeconomic control. However, indirect economic methods still cannot be 
effectively applied as a replacement for the direct administrative methods, 
and this has created some lacunae in macroeconomic control. This is what led 
to the loss of control, from the fourth quarter of 1984 through the first half 
of 1985, over investment, consumption, credit, and foreign exchange income and 
expenditure, the excessively rapid industrial growth brought on by this, tight 
market supplies, and a rise in prices. After the government took a series of 
measures to strengthen macrocontrol, this overheating was gradually brought 
under control beginning in the second half of 1985. However, with such basic 
economic relationships as prices and finance still not falling into line, the 
market system still being incomplete, and still no basic change in enterprise 
behavior, the results of applying indirect economic methods to regulate 
economic activity are less than ideal, either in overall control or in 
structural regulation. Therefore, strengthening macroeconomic control in many 
cases also requires adopting more methods of direct administrative control, 
even compulsory targets and limits; these are the methods which the state's 
administrative organs are accustomed to using, and if care is not taken they 
May become ingrained habits hindering progress in reform. Following the 
invigoration of enterprises and markets, the lack of a complete system of 
rules and regulations and of a system of enforcement meant that the necessary 
work of inspection, supervision and management could not keep up. For this 
reason, many inconsistencies appeared in economic activity, encouraging unfair 











distribution of income to a few people and certain unhealthy tendencies, and 
causing a number of social problems. Some of these problems were due to 
mistakes in work and were avoidable. Others were difficult to avoid in the 
reform process; these are ill-suited to reform of the economic system and do 
not link up well with the corresponding reform measures and are directly 
related to the contradictions and frictions created by the simultaneous 
existence of the old system and the new. Problems arising in the reform 
process can be fully resolved gradually only by unwavering adherence to reform 
in future. 


IV Beginning in 1986, China's economic construction entered the Seventh 5- 
Year Plan. In the past, in the first years of the Sixth 5-Year Plan, the task 
of economic readjustment was made onerous by the severe imbalances persisting 
at the time in several of the major proportional relationships of the national 
economy. Economic readjustment was at that time put first, and economic reform 
was put second, subordinating reform to the demands of readjustment, which was 
necessary. As the Sixth 5-Year Plan came to a smooth completion, the economy 
gradually got onto the track of sustained, stable, coordinated growth, 
socioeconomic conditions were ripe for overall reform of the economic system, 
and reform became the primary task. The "Proposal Regarding the Seventh 5-Year 
Plan" passed by the National Party Congress in September 1985 stipulated that 
the primary task of the Seventh 5-Year Plan was to carry out overall reform of 
the economic system, and to strive to establish a vital, vigorous, 
characteristically Chinese foundation for a socialist economic system within 5 
years or slightly longer, in order to promote the development of China's 
social productive forces. 


In order to lay this new foundation for a socialist economic system, reforms 
during the Seventh 5-Year Plan should focus on three aspects of mutual 
integration: 


First, enterprise vigor, particularly the vigor of large and medium-size 
enterprises under the system of public ownership, should be further 
reinforced, to enable them to become truly independent, autonomously operating 
socialist commodity producers and dealers taking responsibility for their own 
profits and losses. China now has more than 5,800 iarge and medium-size 
enterprises, accounting for 2 percent of all enterprises, but the proportion 
of fixed assets and profits and taxes they turn over to the state accounts for 
approximately two-thirds of all enterprises, giving them a decisive position 
in the economy. As described above, most of the large and medium-size 
enterprises still lack vigor. To reinforce enterprise vigor, attention must be 
paid to giving enterprises the capacity for self-development; enterprises must 
also be pressured to exercise self-restraint. To this end, we must further 
simplify administration and decentralize authority, gradually reduce 
mandatory-style plan assignments, turn over the microeconomic decisionmaking 
authority which enterprises ought to have directly over to them, suitably 
reduce the regulating taxes paid by large and medium-size enterprises, raise 
the levels of profits retained by enterprises after taxes, and create 
relatively equal conditions of competition for all types of enterprises; we 
must also perfect the mechanisms of microeconomic activity, strengthen 
budgetary constraints, get enterprises to take responsibility for their own 
operations, and strive macroeconomically to achieve a balance in supply and 
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demand and pressure enterprises to compete in the market. Invigorating 
enterprises also requires that, while ensuring the absolute superiority of the 
system of public ownership, we further develop diversified economic forms and 
modes of operation; certain small enterprises under public ownership can be 
converted to coll«wctive or individual operations through contracts or leasing. 
Experiments may also be carried out in joint stock operations in order to find 
a form of socialist joint stock activity based on public ownership and adapted 
to China's situation. 


Second, socialist, planned commodity markets should be further developed, 
gradually perfecting the market system. This is the economic environment that 
must be created in order to further invigorate enterprises. To develop a 
commodity market, we must first do away with the persistent segregation of 
sectors, regional hermeticism, and obstruction between urban and rural areas, 
opening up provinces, autonomous regions, large, medium and small cities, and 
urban and rural areas to one another. While continuing to develop markets for 
agricultural and sideline products and for industrial consumer goods, we must 
now also gradually reduce the types and quantities of the means of production 
subject to state distribution and allocation and must expand the market for 
the means of production. As for commodity price reform, with the exception of 
a very few of commodities that should continue to have state-set prices, 
ordinary commodities among the means of consumption should gradually be 
decontrolled on a planned basis according to market supply and demand; for the 
Major means of production, the percentage of goods subject to centralized 
price setting should be gradually reduced and the percentage siibject to market 
regulation should be expanded. At the same time, there should be planned, 
phased adjustments in planned prices in order to gradually reduce the gap 
between planned and market prices. In order to meet the requirements of a 
growing commodity economy, we must also gradually open up and develop money 
markets and technology markets. By reforming the financial system, the old 
situation of vertical distribution of capital, eating out of the big rice pot, 
and neglecting profits should be gradually changed to achieve horizontal 
circulation and regulation by interest rates so as to attract capital to those 
piaces where there is a social need for it and where returns are good. We must 
enthusiastically develop the remunerated transfer of scientific results and 
such varied forms of technical exchange as technical contracting, consulting 
services, and so on. We must also create the conditions to promote a 
reasonable flow of the labor force. As housing becomes more commercialized, 
the problems of opening up the real estate market and the remunerated 
utilization of land will also be place: on the agenda. 


Third, state control over enterprises should gradually be shifted away from 
direct control toward indirect control. To achieve this shift, we must 
establish a new system of macroeconomic regulation and control. Planning 
should be shifted away from annual plans toward medium- and long-term plans; 
away from control by material quotas toward control by value quotas; away from 
administrative methods toward the path of indirect, macroeconomic controls 
such as the application of economic policies and methods. To this end, we must 
gradually achieve coordinated and complementary application of economic 
levers, particularly by flexibly controlling taxation policy and currency 
policy, to strengthen the state's capacity to exert indirect macroeconomic 
control. At the same time, economic legislation and judicial work must be 
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reinforced in an effort to establish a relatively complete system of economic 
rules and regulations during the Seventh 5-Year Plan and promote and ensure 
reform of the economic system. As the state's range of functions and methods 
of control in managing the economy change, the organizational structure of the 
economic management departments at all levels of government must also undergo 
the appropriate adjustments and reforms. In short, comprehensive management 
departments must be supplemented and strengthened, and specialized management 
departments must be readjusted and cut back; agencies for economic oversight 
and inspection should be established and reinforced, while agencies of 
administrative control must be cut back; organs of intelligence resources must 
be supplemented and strengthened, while authoritative agencies must be cut 
back. This is the only means of adapting the organizational structure of 
economic management to the requirements of system reform and economic h 
development. 





The foregoing briefly discussed the three main aspects that must be grasped 
for reform of the economic system during the Seventh 5-Year Plan. Surrounding 
these three aspects, there must be a complementary focus on reform of tiie 
planning, price, financial, monetary, and labor and wage systems, so as to 
form a set of mechanisms and methods that organically integrate plans and 
markets, microcontrol and macrocontrol. The Seventh 5-Year Plan starts in 
1986; the focuses of reform from 1986 through 1987 are the requirements of a 
stable economy, continuing to strengthen macrocontrol, emphasizing the 
consolidation and assimilation of the various reforms that have already taken 
place, retaining what is beneficial and rejecting what is harmful, 
Supplementing and perfecting, to create the conditions for even greater 
strides in reform in the latter years of the Seventh 5-Year Plan. Of course, 
we know that reform is a rocky road; but if we are resolute and unwavering in 
our approach, China will be able to achieve the goals of reform one at a time. 
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NATION'S FINANCIAL SYSTEM REFORM DISCUSSED 


Beijing ZHONGGUO JINGJI TIZHI GAIGE [CHINA'S ECONOMIC STRUCTURE REFORM] 
No 12, 23 Dec 86 pp 5-8 


[Article by Liu Hongru [0491 7703 0320]: "The Present Condition and Future 
Prospects of China's Financial System Reform" ] 


[Text] I. Progress and Problems of China's Financial System Reform 


Following the development of China's planned commodity economy, reforms in the 
financial system are also underway. These reforms have a significant impact 
on invigorating the financial sector and tihe economy; they have an effect on 
the policy of opening up to the outside world, on the product-mix, and on 
economic development as a whole. However, these reforms are only preliminary 
and incomplete. By virtue of the "Resolution Pertaining to the Restructuring 
of the Economic System", the 34 Plenum of the 12th CPC Central Committee has 
established, in theory and in practice, the Chinese socialist economy as a 
planned commodity economy based on public ownership. Since then the restruc- 
turing of the economic system has expanded from the rural areas to the urban 
areas, and both industrial and commercial enterprises have been enlivened, and 
commodity markets have broadened. However, there are increasing signs of 
weaknesses in the area of macroeconomic control. In such a situation, we can- 
not depend on administrative measures or rely on balancing tangible goods to 
strengthen macroeconomic control; rather, we must utilize real value measures. 
The financial sector, especially the banks which are in the hub of the flow of 
funds, has a special role in this area. The formation of the central bank 
system and the manifestation of its effects marked the beginning of the banks' 
participation in macroeconomic adjustments. 


Regulating the economy through finance and banking is in ite. 1f a major reform 
in the macroeconomic control and regulatory system; it is also a major break- 
through in Chinese financial theory and practice. Since 1985, our practice 
has proven that under the Chinese planned commodity economy, utilizing 
financial measures to achieve macroeconomic objectives by regulating the mag- 
nitude and flow of society's total value is both simple and expedient, and is 
an effective way to improve macroeconomic control. However, regulating the 
economy through finance and banking is a new venture in this country; the 
restructuring of the economic system is faced with certain implementation prob- 
lems; we lack experience. Today, we are facing numerous vroblems in our 
finencial system reform: 
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1. Inadequate control over finance and banking at the macroeconomic level: 
easing the control can lead to loss of control; tightening the control leads 

to the practice of “cutting with a single stroke of the knife” in certain 
areas. The main problem facing financial system reform is how to apply overall 
control and at the same time take care of the structural changes, and how to 
establish a financial macrocontrol system which controls at the macroeconomic 
level but still enlivens the economy at the microlevel, and which exerts strong 
macrocontrol but is still able to mobilize the financial institutions to 
actively raise, utilize, and circulate funds. 


2. The vertical distribution of funds is incompatible with horizontal 

economic integration: the development of horizontal economic integration and 
the gradual formation of the market system have broken down the previous 

rigid segmentation and the former regional, departmental, and ownership limita- 
tions. As a result, macroeconomic considerations require that the horizontal 
flow of funds and the establishment of the capital market accommodate each 
other in order to facilitate the rational allocation of key elements of pro- 
ductions. 


3. Inefficient use of funds: bank methods of funding enterprises have not 
basically improved. Within the banks, each level still practices "eating out 
of the same big pot." They have yet to improve their responsibility system 
and risk-taking system, and they should show restraint in their economic con- 
trols and adjustments. 


4. Financial enterprises lack inherent drive and energy: making the financial 
institutions more enterpriselike is the key to making industrial and business 
enterprises responsible for their own profits and losses. At present, 
financial institutions are not operating in their own interest or the interest 
of their staff and workers. Because macrocontrol in finance and banking 

lacks a solid basis, it is difficult to improve the efficiency of financial 
institutions, or improve the quality of their services. 


>. Existing foreign exchange management does not meet all the needs of our 
policy of opening up to the outside world, and our efforts to enliven the 
domestic economy: foreign exchange receipts and payments are monopolized by the 
state and centrally distributed rather than regulated by market mechanisms. 
Enterprises cannot utilize foreign currencies autonomously and efficiently. 
Foreign exchange is controlled through administrative measures and mandatory 
plans, while exchange rates, foreign currency loan rates, and other economic 
levers are not put to effective use. The central bank has yet to make better 
use of its control over foreign exchange as a means of achieving domestic 


monetary policy goals. 


II. The Overall Requirements of Financial Reforms Under the Seventh 5-Year 
Plan 


The overall demand in the restructuring of the financial system is to "rein- 
force the important role of the banks in macroeconomic controls, and restruc- 
ture the financial system so as to establish a financial control and regulatory 
system which is powerful and versatile, a system which can fully manifest 
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the ability of the financial system to gather funds, guide the flow of funds, 
use the funds more efficiently, as well as to regulate the aggregate demand 
for funds in society." Based on this overall requirement, the following 
criteria must be met in order to set up a modern financial system in China: 


1. Establish a financial control and regulatory system which applies effec- 
tive macrocontrol, and which is versatile and systematic: We need a system 
which facilitates the effective gathering and utilization of funds, which 
maintains basic equilibrium between total supply and demand in society, main- 
tains basic monetary stability, and promotes balanced economic development as 
well as a rational economic structure. 


2. Establish a credit system based primarily on bank cre(‘its which consists 
of various levels and formats, and utilizes all kinds of credit instruments to 
gather and circulate funds: We should mobilize all positive factors to raise 
funds, and promote the horizontal flow of funds; take steps to form financial 
centers which can handle all levels of transactions in the cities; establish 

a financial market which best suits the conditions in China, and eventually 
establish a better socialist insured economic compensation system. 


3. Establish a socialist financial system under the leadership of the central 
bank: Within the system, the various types of banks play a major role, but 
other kinds of financial institutions also play their role and have their own 
responsibilities. Augment the functions of the central bank, and gradually 
allow the specialized banks and other financial institutions to become more 
enterpriselike, so that the state can implement its general and specific 
financial policies while the financial institutions can raise and utilize funds 
independently; this gives the enterprises impetus, energy, and sufficient 
external pressure in thei: everyday operations. 


4. Modernize the administrative system in financial institutions: Improve the 
quality of the contingent of cadres, and install high-level financial adminis- 
trative personnel, and utilize computers and other modern management tools to 
manage the financial institutions scientifically, provide fast and accurate 
information, convenient customer service, good economic results, and extend 
good financial services for the sake of economic developments. 


III. Key Points in Financial System Reform Under the Seventh 5-Year Plan 


1. Improve the macrocontrol system in finance and banking: The macrocontrol 
system of the central bank is the mainstay of financial macrocontrol; it 
consists of monetary policy objectives, intermediate goals, and the utilization 
of regulatory measures. The objective of the central bank's monetary policy is 
to promote proportionate economic growth, stabilize prices, and maintain 
equilibrium of balance of payments. These goals can be achieved by controlling 
the money supply. With an improved commodity market and an established capital 
market, the central bank will increasingly rely on the price index and the 
market rate of interest to make decisions regarding adjustments in the money 
supply. In recent years, as an interim measure, the centr-l bank has adopted 

a two-pronged control objective, that is, instead of controlling the amount of 
cash, the bank has turned to controlling the total supply of money and the 
total amount of loans, and eventually, by controlling the money supply, it 
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will turn to rely primarily on indirect financial macroconitrol. The supply of 
money and the total amount of loans should be determined by the reasonable rate 
of economic growth, the planned rate of price increases, and the velocity of 
money, and should be adjusted according to changes in the rate of economic 
growth. Within this scope, we should consider the source of long- and short- 
term funds in determining the overall distribution and use of funds, and 
maintain a reasonable rate of growth in the money supply. The central bank 
should not be responsible for funding the specialized banks; if the specialized 
banks absorb more deposits, they can provide more current fund loans. The 
central bank should carry out monthly and quarterly examinations and adjust- 
ments based on the market situation, price levels, and money market conditions. 
Because our capital market is relatively new, the financial macroregulatory 
mechanisms cannot be put to their normal use; in the near term, administrative 
measures will still play an important part in macrocontrol. A principal tool 
for the central bank to maintain macroeconomic equilibrium is its comprehensive 
credit plan, while macroeconomic objectives are achieved through economic 
measures. The reserve requirements should be flexible; the reserve-to-deposit 
ratio may vary, taking into consideration the differences in the liquidity of 
the deposits, the different nature of the various financial institutions, and 
the different needs of monetary policy objectives. Currently, the central 
bank's loans to the various financial institutions are its main channel of 
control over the quantity of basic money (tight-money versus easy-money policy), 
it is also the principal tool in regulating the money supply and implementing 
selective monetary policies. With the popularization and promotion of commer- 
cial paper, the tightening and easing of the supply of basic money through 
rediscounting will become increasingly prevalent; open market operations should 
be launched following the establishment and development of the financial mar- 
ket, and it should play a prominent part in the central bank's control system. 


2. Putting the system of interest rates in order: There are initial reforms 

in the interest rate system, and they are already working to regulate the 
demand for funds. However, it is still an inadequate lever: first, interest 
rates are too low; second, they are too rigid. As a result, some enterprises 
are borrowing more than they should to support businesses which are generating 
poor results. This shoe.s that interest rates still have little effect on 
capital and business structures. Present conditions are not ripe for decontrol- 
ling interest rates, and we should follow the general policy of "coordinating 
decontrol and adjustments: readjust now and decontrol later." To put the 
interest rate system in order, we have to integrate interest rate adjustments 
with changes in price levels, and take into consideration the bank's cost of 
absorbing funds as well as enterprise interest cost as a percentage of their 
total cost. As far as interest rate policies are concerned, different policies 
may be implemented under different conditions: for example, interbank loan 
rates are not regulated; the rediscount rate is slightly lower than the rate 
of interest on current fund loans; interest rates are allowed to float more 
freely in the SEZs, in areas with a well developed commodity economy, and 
among the collective financial institutions. From the point of view of future 
interest rate management, we need a system which is based on the central bank's 
interest rates. With an improved commodity market and an established capital 
market, interest rates should be decontrolled to a large extent; the central 
bank should only set upper limits for interest paid on deposits, and lower 
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limits for loan rates; the financial institution's loan rates should vary in 
accordance with changes in the base rate of interest to allow interest rates 
to play their role in regulating the supply of money. 


3. Establish a financial system that suits the conditions in China: Today we 
are in the midst of a transition between the old and the new system; on the 
one hand, we nave to enliven the few existing large specialized banks while, 
at the same time, we need to establish and develop additional financial insti- 
tutions to satisfy the needs of the state-run enterprises, and the collective 
and individual economies which are responsible for their own profits and 
losses, and satisfy the needs of horizontal economic integration. As far as 
the state's specialized banks are concerned, reform should aim at changing 
their monopolistic status and expand the operations of these banks at the city 
level so that they can generate funds, utilize funds, and circulate funds 
independently. We anticipate implementing the principle of separation of 
government and enterprises gradually. Projects which must be undertaken by 
the state should be handled by specialized state financial institutions; 
projects which can be decided autonomously by the banks should be handled by 
bona fide financial enterprises to facilitate their enterpriselike operations. 
Rural credit agencies should be allowed to operate more independently to meet 
the needs of the rural commodity economy. In addition, we need tc establish 
and develop more financial institutions. We need urban collective financial 
organizations to serve the collective and individual economies in the cities. 
At present there are numerous state-approved noabank financial institutions: 
there are investment trust companies, finance companies, and leasing companies. 
They should be lawfully supervised, but they should also be allowed to manifest 
their ability to enliven the economy. Insurance is an important factor in 
developing bank trustworthiness, and the imminent task before us is to perfect 
the socialist compensation system, and to vigorously develop a variety of 
insurance organizations. The financial institutions must gradually become 
more enterpriselike in their operations and management; they should maintain 
independent accounting, and be responsible for their own profits and losses in 
order to become bona fide enterprises; the financial institutions must operate 
in a competitive environment. 


4. Open up the financial market step by step: In China, most financing is done 
indirectly through the banks; direct funding among the enterprises is supple- 
mental. Neither kind of funding can be accomplished without a financial market. 
The financial market is the prerequisite to perfecting the commodity market 
and the basis of financial macrocontrol. In the near term, we should promote 
interbank short-term loan markets, markets for commercial paper, and short- 
term bond markets. Today, interbank loan markets are established in urban 
centers like Wuhan, Shanghai, Shenyang, and Guangzhou, and there are experi- 
mental centers for bills of exchange in the cities. These activities effec- 
tively accelerate the capital turnover rate, and promote the efficient use of 
funds. In the future, we should vigorously promote the use of commercial 
paper and bank notes, using drafts to handle commercial credits and bank 
credits. Specialized banks should launch full-scale discounting operations, 
and the central bank should engage in rediscounting, so that financial trans- 
actions between financial institutions are handled by drafts, making bill dis- 
counting and rediscounting and collateral loans the principal forms of loans. 
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At the same time, we should oven up secondary markets on a trial basis to 
promote the circulation and transfer of bills, forming a market for commercial 
paper. As for a long-term capital market, in the near term, we should 
emphasize putting fund-gathering activitics on the right track, that is, by 
issuing stocks and bonds which should be managed according to the law. We 
should also set up and improve the firms which conduct credit rating of enter- 
prises. Banks, investment trust companies, or specialized financial institu- 
tions may underwrite stocks and bonds issued by enterprises, and raise invest- 
ment capital through market flotation. Financial institutions should also 
handle the sales and purchase of negotiable securities, and based on tests, 

we can study the question of opening up secondary markets in the future. 


>. Enhance and improve foreign exchange management: The central bank is the 
state's unified administrator of funds in foreign currencies and the RMB. The 
bank's unified balance and management of the two kinds of funds effectively 
regulate the supply of money, and maintain the equilibrium between total supply 
and total demand. Under the Seventh 5-Year Plan we should set up a forecast 
system for balance of payments integrating our balance of payments and our 
domestic monetary policy objectives; such a system may serve as reference for 
macroeconomic decisions. We should improve the foreign exchange reserve 
management system to insure a balanced foreign exchange supply and demand from 
the point of view of a balanced amount of funds in foreign currencies. In 
reducing the scope of mandatory plans and expanding the role of guidance plans, 
we should establish a regulatory and control system which utilizes economic 
measures, and allow market mechanisms to play a more important role in regu- 
lating the supply and demand of foreign funds. On the premise of guaranteeing 
the state with essential foreign funds, enterprises must be given maximum 
autonomy in allocating and utilizing foreign exchange, to invigorate them, and 
make them more versatile and more competitive in the international market. We 
need to refine our system of statistically monitoring our foreign debts to 
improve the unified management of these debts. We should provide preferential 
policies and create both convenient terms and an environment which would 
encourage foreign investments in China. In short, by restructuring the foreign 
exchange management system, by enhancing and improving macrocontrol over 
foreign exchange, on the one hand, and stimulating foreign funds, on the other 
hand, we can achieve the goal of increasing our foreign exchange revenue while 
decreasing our foreign exchange payments to ensure that our economic construc- 
tion plans can be realized under the Seventh 5-Year Plan. 


12986/5915 
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pre by Wang Kui [3769 5525): “Quaternary In¢stry Arising as Required by 
Times* 


[Text] A new industry centering on information and consulting is developing 
in China. According to statistics from commercial management departments, 
China now has nearly 10,000 technical consulting organizations employing some 
100,000 people. In addition, there are many organizations that provide 
information services in the economic, technical and social fields, with more 
than 3,800 of these specializing in S&T information. The types of paid 
services they provide meet the demands of various foreign and domestic users, 
turning information and consulting into an intellectual commodity that 
circulates on the market and provides a scientific basis for all types of 
decisionmaking. These organizations dealing in intellectual commodities are 
gradually establishing their independence from tertiary industry and creating 
a new, intellectual industry, which some people are calling 2 “quaternary 
industry." 


Information Released to the Public 


Since 1975, Chinese society has revived after its closed and semiclosed state 
of the past, and a nationwide hunger for information has been felt. All the 
different regions, sectors, enterprises, strata, and groups are demanding 
information more urgently than ever before and are gathering, seizing, 
developing and processing all types of information more positively and 
actively. This means that the various types of information and data that had 
been locked away in file cabinets are now beginning to be released to the 
public, and new sources of information are rapidly being developed. At the 
same time, the purveyors of information are sprouting up like bamboo shoots 
after a spring rain. The annual volume of trade involved in the buying and 
selling of S&T reports and data alone is now over 100 million yuan in China. 


The Wational Statistical Information and Consulting Services Center (NSICSC) 
sponsored by the State Statistical Bureau is China's largest supplier of 
comprehensive information. It relies on the huge and authoritative State 
Statistical Bureau as its source of information to supply foreign and domestic 
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users with information on social and economic developments in such areas as 
economic construction, living standards, market quotations, and the investment 
environment. The center is also able to make use of nearly 20,000 professional 
sampling and survey teams scattered around the country to undertake various 
special surveys. Since the NSICSC was established in 1985, it has provided its 
users with more than 280 services, 20 percent of which were for foreign 
clients. It has also published foreign-language statistical yearbooks, series 
of books and periodicals, and magnetic disks and tapes, placing authoritative 
Chinese statistics on foreign reference shelves. 


In the past, the State Statistical Bureau's information and data were 
basically filed away or locked up in cabinets and were available only to a 
very limited range of agencies under the Central Committee or State Council. 
Now 90 percent of its information has been released to the outside, and the 
MSICSC is now a main channel for releasing information at home and abroad. 
Premier Zhao Ziyang has stated this year that this release of 90 percent of 
the information is not enough and that even more must be released next year. 
China has now placed the socialization of information on its agenda. 


There are now 16 organizations like the NSICSC that have been established in 
the provinces to provide comprehensive information, and the number of 
professional information services is too great to count. Most consulting 
organizations also provide information services. 


One Yuan in Consulting Fees Generates 10% Yuan in Benefits 


Technical consulting was the earliest and fastest to develop in China. In 1980 
Premier Zhao Ziyang pointed out that technical consulting is very important 
and is a new means for S&T departments to achieve socialization. Soon 
afterward, the Chinese Association of Science and Technology established a 
technical consulting services center, which formed a technical consulting 
services network with more than 3,000 local consulting organizations scattered 
around the country that are capable of independently developing consulting 
activities; by cooperating and coordinating their work, they constitute a 
think tank that is able to provide wide-ranging, dynamic information and 
comprehensive analysis and justification and to accept a broad range of 


consulting assignments. 


According to incomplete statistics on five provinces and municipalities from 
the concerned departments, the technical consulting contracts realized in 1985 
amounted to 380 million yuan, which generated more than 3 billion yuan in 
benefits. The volum, of trade realized in the nation's technical market in 
1985 was approximately 2.3 billion yuan, of which about one-third came from 
technical consulting and the transfer of scientific results. 


S‘utistics from the Shanghai Association of Science and Technology on 29 
technical consulting projects show that 830,000 yuan went for consulting fees, 
the benefits generated amounting to more than 85 million yuan. That is, each 
yuan going into consulting can generate 100 yuan in economic benefits. 
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Consulting To Serve Decisionmaking 


The NSICSC provides professional planning assistance to such projects as the 
Shantou SEZ, the Mawei Economic and Technical Development cone of Fuzhou, the 
Jungar Coal Mine of Nei Monggol, and the dredging and development of Lake 
Dongting. The State Council's Economic, Technical, and Social Development 
Research Center, the Social Consulting Center om Economic Law of the Shanghai 
Social Science Institute, and other central and local consulting organizations 
have joined with the cities of Beijing, Shanghai, and Tianjin in studying and 
planning their development strategies and in recruiting experts to provide 
scientific justifications. Their consulting services provide leaders with 
scientific bases for their decisionmaking. 


The China International Engineering Consulting Corp headquartered in Beijing 
is one of China's most powerful consulting organizations to spring up over the 
past few years. In recent years it has participated in the activities of the 
International Association of Consulting Engineers and is registered with the 
World Bank; it has established relations with the Consulting Bureau of Great 
Britain, the American Council of Consulting Engineers, the Association of 
Overseas Engineering Consulting Companies of Japan, and the principal 
consulting organizations in such countries as the FRG and Italy, positively 
launching foreign consulting activities. 


China now has not only a number of general consulting organizations but also 
several specialized consulting agencies providing consulting services in sich 
areas as foreign trade, enterprise management, finance and accounting, S47, 
law, and so on. 


The Guangzhou Foreign Economic Relations and Trade Consulting Corp provided 
consulting opinions on a project involving imports of air-conditioning 
equipment; it found out from customs that large quantities of such equipment 
had already been imported. At the same time, it commissioned a collaborating 
agency to make an on-site survey of the factory, where it was discovered that 
the product was of inferior quality. This project was therefore rejected, 
saving more than $60 million. This corporation also operates collectively with 
legal, tax, insurance, accounting, civil aviation, and other units, forming a 
"“consultants' street" that offers convenience to foreign businessmen and 
increases efficiency. 


In the last 2 years, many consulting organizations have continued to open up 
new areas of service, refining laws, rules, and regulations for China's 
introduction of foreign investment and making a contribution to perfecting the 
relevant consulting services. For example, since the China Accounting 
Consulting Corp was established, it has handled 95 percent of the auditing for 
foreign companies participating in joint Sino-foreign petroleum development 
projects. The China International Engincering Consulting Corp participates in 
the constitution, contract signing, feasibility scudies, justifications, 
verifications, and auditing work of the Pingshuo coal mine, the Tianjin Otis 
Elevator Co, the Nantong Liwang Co, and other Sino-foreign joint ventures. 
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Locally Run Consulting Organizations Demonstrate Their Worth 


Consulting services run by local people are also very active in China's 
consulting industry. Tao Zuji [7118 4371 7535], a 1947 graduate of the 
department of economics of Shanghai's St. John University, began to offer his 
own outside consulting services in his spare time in late 1979, solving key 
problems in importing and exporting for the Shanghai Salvage Office, the 
Shanghai Fasteners Corp, and other units; he also provides foreign technical 
and trade information free of charge to industrial departments. In 1982, he 
launched and formally established the Shanghai Industrial Outside Consulting 
Services Corp. His company has now grown to more than 40 people and uses its 
consulting income to purchase modern information equipment to transmit trade 
and technical information between foreign and domestic markets, creating 
business opportunities and promoting the development of foreign trade 
activities such as importing, exporting, and joint ventures. With the force of 
more than 4 years behind it, this locally run consulting service has now 
established an information network with more than 4,000 foreign and domestic 
clients; it has established bilateral consulting relations with commercial 
associations, banks, trade promotion organizations and publishers in more than 
400 cities around the world. The Australian Ministry of Trade has signed a 
formal long-term consulting contract with this company, commissioning it as a 
year-round consultant for Shanghai. The Shaxi [3097 3305] Brothers Co of Great 
Britain has commissioned it to be its Chinese consulting agent. 


Most of the consulting organizations run by local people are aimed at township 
enterprises; they have demonstrated remarkable vigor in product consulting and 
technical and management consulting. Their services are flexible and their 
fees reasonable; their consulting services have filled gaps and have been well 
received by township enterprises. 


Shanghai, China's biggest industrial city, now has more than 600 consulting 
organizations of all types with more than 22,000 full-time staff and part-time 
researchers, putting it in first place nationwide. Guangzhou, with its dynamic 
opening to the outside and introduction of foreign investment, has 345 such 
firms, and Beijing has more than 300. 


The people involved believe that China's information and consulting services 
must be further developed to strengthen contacts and collaboration between 
industries; a nationwide economic information network of provincial capitals 
will be established in the near future. China is in the process of drafting 
consulting laws to provide a legal foundation for development of the 
profession. The concerned officials are also calling on the government to give 
the necessary support so that this new intellectual industry will be able to 
develop more healthily. 
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NATIONAL AFFAIRS, POLICY 


STUDY ON RURAL ECONOMIC STRUCTURAL REFORM 
HK240820 Beijing JINGJI YANJIU in Chinese No 1, 20 Jan 87 pp 3-16 


[Economic Research Report by the Comprehensive Problems Group of the Institute 
of Development: “Peasants, the Market and Innovation in the Institution--on 
the Deep Structural Reform in Rural Areas After 8 Years of Fixing Farm Output 
for Each Household" (Footnote 1) (This report is a theoretical summary of a 
series of special studies conducted by the Institute of Development of the 
State Council's Rural Development Research Center since its reorganization in 
April 1986. For data inferred to or derived from indirect sources, the 
sources and methods used are detailed in the report.)] 


[Text] 1. The reform of our rural economic structure has been going on for 8 
whole years, assuming that it commenced in 1978 when the practice of fixing 
farm output for each household was re-introduced in Anhui, Sichuan, and other 
places. This reform, which is extremely unassuming in terms of its motive and 
method, has brought about a radical change in the rural situation which used 
to be in the plight of “poor socialism" and has precipitated yet another great 
emancipation of the rural productive forces since the land reform in the early 
1950's. 


2. Just as in many important reforms in history the problems precipitated by 
the introduction of the practice of fixing output quotas for each household 
are more widespread and profound than the ones it has directly solved. At a 
time when public opinion at home and abroad is positively evaluating the 
success of China's rural reform, the tasks of more in-depth reform, with their 
exceedingly varied and hard to tackle characteristics, have all-of a sudden 
surfaced in everyday life in the rural areas. An increasingly large number of 
peasants and rural workers and researchers have in different ways expressed 
their perplexity over the new problems now confronting the rural areas and the 
prospects for solving these problems. This indicates that the large-scale 
development of the modern commodity economy is beyond all the accumulated 
experience of China's rural areas. 


3. The tasks of the deep structural reform are called forth by the history of 
reform. Thus, sorting out the threads of recent history may contribute to our 
grasping the new tasks. 
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Part One. Property Rights and Personal Liberty: The Dual Emancipation of the 
Peasants 


4. The subject of the rural reform is the peasants. The reform has 
emancipated the productive forces, but more fundamentally, it has emancipated 
the producers. The central thread of the chronicle of the practice of fixing 
output quotas for each household changes with the conditions of the peasants. 
In the economic respect, property rights are fundamentally significant. 


5. Prior to the reform peasant households had very little property which they 
could call their own. In 1978 an average peasant household owned 3.64 rooms, 
valued at no more than 500 yuan and had 32.09 yuan in savings at the end of 
the year. They had very little savings in kind, such as surplus grain and 
livestock, and possessed a minimal amount of simple farm tools. It is 
estimated that property owned by the entire peasantry had a value of less than 
80 billion yuan. In addition, each household in the farming areas had a 
private plot about 0.5 mu to 0.7 mu in size. These were owned by the 
collective but used by the peasant households. In principle their use was 
confined to producing vegetables and grain for their own needs. In the 
pastoral areas a small number of private livestock was allowed. That year the 
peasants also owed the national bank, credit cooperatives, and commune and 
brigade collectives debts amounting to a considerable figure. 


6. At that time the sole subject of rural property was the people's commune. 
According to random surveys, in 1972 each commune owned fixed assets valued at 
3.059 million yuan. The national total was estimated to be 161.46 

billion yuan. The nation's collective arable land was valued at 1,200 billion 
yuan. In addition, there was 5.567 billion yuan in collective deposits and 
some public surplus grain. After deducting the liabilities shouldered by the 
collective, the total value of the property of the people's commune was 
registered at approximately 1,400 billion yuan, of which 85.7 percent was in 
the form of land. 


7. The fact that practically all property was publicly owned by the 
collective, a product of the socialist transformation of the mid-1950's which 
was later described as being “over-ambitious, over-hasty and shoddy,” has left 
behind a trail of serious problems. The peasants were the masters of the 
collective economy in name, but this never became a reality in their actual 
relationship with the collective property. The structure which combined 
government administration with commune management led to the subordination of 
property rights to administrative power. The system of "three-level - 
ownership," with its natural obscurity as to where the rights end at each 
level, also constituted the institutional reason for the endless egalitarian 
and indiscriminate transfers of resources during the era of the people's 
commune. In general, steady norms which were guaranteed by law had not been 
formulated with regard to the formation and control of public property and the 
distribution of its proceeds within the collective body at each level. The 
ineffectiveness of relying on the violent storms of political movements for 
the protection of collective property became quite obvious when the extensive 
"four clean-ups" movement came along. As a matter of fact, “property 
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relations based on collective and public ownership" did not constitute the 
universal true reality in the vast rural areas prior to the reform. In quite 
a number of places the nature of collective property as something publicly 
owned by the industrious peasants was corroded beyond recognition. Naturally 
this is not the way to make the peasants feel that they can put their basic 
trust in the collective economy. They did not even regard collective property 
as common property in which they had a share. The most common behavior at 
that time was as follows: The peasants showed very little enthusiasm in 
integrating themselves with "public property" in work. The productivity of 
the collective land was only about one-fifth or even one-seventh that of the 
private plots. The peasant's interest and sense of responsibility in communal 
affairs and welfare were not sustained and cultivated. Some peasan‘<s took 
part in seizing and nibbling away collective property when the opportunity 
presented itself. 


8. The pre-reform rural economic structure also imposed constraints and 
restrictions on the peasants’ freedom to choose their jobs, migrate and change 
their social status. Before the mid-1950's, the peasants were more free to 
recruit workers, move to live in another place and choose their own way of 
making a living. However, since then a series of changes for the worse have 
taken place. The “Great Leap Forward" at the end of the 1950's ultimately 
resulted in the repatriation of nearly 20 million people back to the 
countryside in the early 1960's. From then on, the process of deruralizing 
and urbanizing the rural areas basically came to a halt. The systems of 
rationing, work points and household restrictions of the people's commune were 
improved upon to meet the needs of prohibiting the peasants from moving from 
one place to another. The peasants were compelled to remain where they were 
born. By the time “agriculture was run by means of the dictatorship of the 
proletariat," the peasants were not only deprived of their freedom to change 
their social status, but they were to a considerable extent robbed of their 
freedom to decide how they should play their part as peasants. At this time, 
although the peasants were "free of property" they could not be "free as a 
bird." This had a far-reaching adverse effect on the development of the 
economy and on the improvement in the qualities of the population. 


9. In 1978 the average annual per capita net income of the peasants was 
133.57 yuan. (Footnote 2) (Agricultural Statistics Department of the State 
Statistical Bureau: "Stupendous Changes in the Livelihood of the Chinese 
Peasants," China Statistics Publishing House, 1985, p 9.) This was 60.62 yuan 
more than in 1957. The average annual growth rate was a mere 2.9 percent. 
(Footnote 3) (Ibid., pp 5-7.) During that period some 200 million people 
were below the subsistence level. The provincial CPC committee of a poverty- 
stricken area wrote in its report: In the past we not only stripped the 
peasants of their property, but we also stripped them of their freedom. These 
were two important reasons why the poverty of the peasantry had changed so 
little in the last few decades. The peasants had not risen up against us 
mainly because the Party had firmly established flesh-and-blood ties with them 
during the war years and had enabled them to live in peace for decades after 
bringing the war to a close and establishing the people's regime. However, if 
we do not make a major readjustment in the rural policy as practiced in the 
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past, the peasants will sooner or later rise up against us. The applicability 
of this warning obviously goes beyond the poverty-stricken areas. 


10. The fact that the property rights of the several million peasants are 
without any basic guarantee and their freedom to change their status is 
severely restricted cannot be totally explained away with our theoretical and 
ideological "misunderstanding" of Marxist teachings. On the economic side, 
the cause for this is the special difficulties confronting the industrializa- 
tion of our country and the solution we have chosen. Industrialization needs 
a huge accumulation of funds. In a backward agricultural country the main 
source of accumulation is naturally “the peasants’ tribute." Tribute can be 
open, as in the case of the high rents and taxes in post-Meiji Japan; but it 
can also be concealed, as in the case of the price scissors. China's choice 
was the latter. By imposing fixed prices for agricultural products, the state 
bought from the peasants at a low price and sold to urban residents and 
industrial enterprises at a low price in a unified way in order to maintain 
low wages and low costs for big industries and create conditions for the 
continuous generation of surplus profits. Through profits and tax deliveries 
by big industries construction funds for the country's industrialization were 
ultimately amassed. (Footnote 4) (Song Guoging [1345 0948 7230] and Luo 
Xiaopeng [5012 1420 2590]: "Economic Structure and Economic Reform," “Second 
Special Issue on the Rural Areas, the Economy and Society.") This is the 
economic content of the state's unified purchasing and marketing system. 
Since unified purchasing by the state at a low price is bound to arouse 
discontent among the peasants there is natural inherent logic for the 
implementation of countermeasures. In the sphere of production the 
independent land rights of the peasants were merged and the transfer of land 
was prohibited so that land rent could not push up the price of agricultural 
products. In addition, agricultural labor force mobility was restricted and 
the opportunity cost of labor was forced down in an effort to maintain low 
wages and costs for agricultural products. In the sphere of distribution the 
peasants were, on the one hand, subject to unified state purchases at a low 
price, and, on the other, supplied with low-priced agricultural means of 
production and allowed to invest without actually paying for it as 
compensation. Urban residents were, on the one hand, provided with low-priced 
foodstuffs and other welfare and, on the other, kept at a low wage level. In 
the sphere of circulation the state had a monopoly in purchases and marketing, 
the market was closed to the public, interregional trade was discouraged, and 
the transport of goods over long distances for sales purchases was prohibited. 
Unified purchasing and marketing was used to serve the goal of accumulating 
funds for industrialization. This was developed into a fairly comprehensive 
system. Its oganizational basis in the rural areas was the people's commune 
which combined government administration with commune management. (Footnote 
5) (Guo Xiaomeng [7559 1420 5536]: "Memorandum on Grain," internal report of 
the Institute of Development.) Seen in this way, although the rights and 
freedom of the peasants before the reform did reflect the features of 
premodernization, they were in serving the basic goal of modernization 
(industrialization). This situation was of an essentially different social 
nature compared to the circumstances of Chinese peasants before liberation. 

It is estimated that the tribute of peasants concealed under the price 
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scissors for agricultural products totaled more than 600 billion yuan over the 
last 3 decades. This was the historic contribution made by the peasants 
toward China's industrialization. 


1l. The problem lies not so much in the historic necessity of the peasants’ 
tribute as in the effectiveness and applicability of the means of their 
tribute. The general policy orientation of the state's unified purchasing and 
marketing system is to contain the development of a commodity economy. But a 
backward country undergoing industrialization is constantly aware of the 
insurmountable impulses of a commodity economy. We have laid a solid material 
foundation for industrialization through the strong mobilization of resources, 
but the assimilation of the achievements of industrialization and the 
enhancement of the effectiveness of industrialization depend on the full 
development of a commodity economy. (Footnote 6) (Study Group on China's 
Rural Development: "A New Stage of Growth in National Economic and Rural 
Development.") In the rural areas the restraining effect of restrictions on 
the peasants’ property and on their freedom to change their status in the 
productive forces was discovered as early as when the advanced cooperatives 
and the people's commune were first established. In the first half of 1955 
the practice of fixing output quotas for each household first surfaced in 
Yongjia County, Zhejiang Province. In the 2 decades that followed 
“capitalism” was criticized but never exterminated and the "forces of small 
production" were attacked but never toppled. All these showed by negative 
means that the original structure was but a form of suppression of the 
inherent contradictions in our economic life and was by no means a solution. 
Due to the fact that the direction in which state political power was 
exercised did not correspond with socioeconomic needs, and even ran counter to 
them, reform could not become a reality during this period. The peasants’ 
resistance to the system of the people's commune found expression passively in 
the exceedingly low level of agricultural productivity. The meager supply of 
agricultural products, the poverty of the peasants and the narrowness of the 
domestic market all bottlenecked the development of the national economy as a 
whole. 


12. Reform thus becomes a mirror which reflects the irrationality before the 
reform. In the late 1970's the practice of fixing output quotas for each 
household which was first introduced in those places where the masses had for 
a long time lived below the level of subsistence and which quickly produced 
satisfactory results in those places revealed to us that there could be 
another solution to our many problems. Inspired by the ideology and line 

of the 3d Plenary Session of the 12th CPC Central Committee, the tide of 
fixing output quotas for each household swept across the whole country in a 
matter of only 2 or 3 years. Like a bolt of lightning it revealed to us the 
basic fact that practically the entire peasantry was in favor of fundamentally 
reforming the system of the people's commune. At the end of 1984 the practice 
of fixing output and work quotas for each household was implemented in 99.96 
percent of the 5.69 million production teams in our country. 


13. Although the practice of fixing output quotas for each household was not 
implemented under the banner of “reforming the system of ownership," it had 
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the contracting of collective property by individual households as its 
prerequisite since the very beginning. This practice has greatly increased 
total output and surplus products and given the peasants the rights to 
gradually acquire their own property by reinvesting the surplus products that 
they were entitled to. Although it was not until quite late that the inner 
links between the contracting of collective property and the private property 
of the peasants were discovered, viewed in retrospect, this was precisely 
where the transformation of property relations in the rural areas started. 


14. Subsequently, the original form of existence of collective property 
underwent a radical change. This change was manifested in the following ways: 
1) All the fixed property owned by the collective, comprised mainly of 
practically all arable land and a considerable acreage of water surface, 
pastures, forests, and barren shoals, was contracted out to peasant households 
for independent operations, and the proceeds were shared between the 
individual household and the collective. Since 1984 the term of contract has 
been extended to over 15 years. In 1985 arable land in the whole country was 
estimated to be worth 2,000 billion yuan, meaning that each household on the 
average held contract land worth 10,500 yuan. 2) Livestock and large and 
medium-sized farm tools were, after being evaluated, passed into the hands of 
the peasants, while the money obtained from this conversion was kept by the 
collective. It is estimated that by the end of 1985 collected assets kept by 
peasant households were valued at over 20 billion yuan. 3) The fixed assets 
of the commune- and brigade-run enterprises were partly contracted out to 
collective bodies of enterprises or their managers (directors), partly 
returned to the production teams or peasants in the form of shares which, 
together with newly invited shares, made possible the establishment of new 
enterprises, and partly resold to individual peasants. 


15. The reform has re-established the property rights of peasant households. 
According to household surveys, in 1985 the value of productive fixed assets, 
private housing, cash, savings and surplus grain held by an average household 
in 1985 totaled 3,812.77 yuan, meaning that the total assets held by all 
peasant households in China were worth more than 700 billion yuan. This 
portion of property has seen the fastest growth. Calculated in comparable 
terms, it had increased by 1.68 times compared with 1981 and the average 
annual growth rate was 27.37 percent. 


16. To meet the needs of an enlarged scale of operation a number of new 
economic associations, cooperative enterprises, private enterprises and other 
new property entities which exceed the scale of household operations but are 
distinctly different from the original collective model have been developed on 
the basis of property independently held by some peasant households. In 1985 
there were 484,700 new economic associations in the whole country with fixed 
assets worth 4.881 billion yuan. The assets jointly held by cooperative 
enterprises jointly operated by commune members and other forms of cooperative 
enterprises were valued at 21 billion yuan. Private enterprises are also 
developing in the rural areas. According to 1985 statistics on specialized 
households employing 8 or more helpers or apprentices in secondary and 
tertiary industries, the average number of workers hired by each household was 
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10.97 persons. It is estimated that the total assets of these embryonic 
private enterprises were worth 1 billion yuan. 


17. The above changes have interweaved to form a new picture of China's rural 
property relations. In order to have a general grip of the situation, we have 
outlined the following general picture of the current state of affairs using 
data from a variety of sources which may not prove to be entirely accurate: 
The total value of rural property is estimated at 3,000 billion yuan, of which 
2,000 yuan is land collectively owned and contracted out to peasant 
households. Productive fixed assets are valued at 270 billion yuan, of which 
55 percent is in the hands of peasant households. Of the remainder, new 
associations account for 1.8 percent, the original collectives 42.43 percent, 
and private enterprises 0.37 percent. Nonproductive housing is valued at 500 
billion yuan, of which 90.6 percent accounted for by the peasant households. 
More than 60 percent of the cash and savings in kind, valued at over 200 
billion yuan, is in the hands of peasant households. 


18. The re-establishment of peasants’ independent property rights is not 
entirely equivalent to the re-establishment of private ownership. At present, 
the major part of the peasants’ property is in the form of nonproductive 
housing, which accounts for 62.42 percent; and productive fixed assets only 
account for 20.79 percent. Of the productive fixed assets privately owned by 
peasant households, draught animals, large iron and wooden farm tools, and 
machinery for farming, forestry, animal husbandry and fishery account for 57.4 
percent. These, plus some cash goods must be used in conjunction with 
collectively-owned land which they have contracted out in order for productive 
activities to be carried out. The ownership of land and other property by 
the collective, which was realized through unified undertakings and the direct 
control of proceeds prior to the reform, is now realized mainly through the 
turnover of amounts stipulated in contracts by peasant households. In 1985, 
an average peasant working on contract turned over 10.79 yuan to the 
collective, making a total national turnover of 9 billion yuan. This, plus 
the profits turned over by enterprises at the township and village levels, 
which have a book value of 6.773 billion yuan, would have given the collective 
an annual income of over 15 billion yuan from contracting out property. This 
shows an increase of 45.6 percent over 1978. Thus, although this transforma- 
tion in which the 800 million peasants were heavily involved unavoidably 
included factors of the redistribution of property and the formation of new 
property entities, the fast growing total quantity of property constituted the 
mainstream. The reform has not forsaken the basic direction of striving to 
find the most suitable form for building socialism in a country where the 
majority of the population are small peasants. 


19. The recognition of peasants’ property rights requires that peasants be 
given more freedom in their economic activities. In China, the several 
million rural laborers have between them just over 1 billion mu of arable 
land to work on. The space for their economic activities is obviously very 
small. Thus, if greater freedom is to be given to the peasants in their 
operation, it must not be restricted to the freedom to conduct agricultural 
activities. The peasants must be given greater freedom to carry out 
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nonproductive activities and consequently to change their social status. 

After 1978, the CPC Central Committee and the State Council drew up and 
published a series of important policies and documents aimed at the gradual 
elimination of the many shackles imposed by the old structure on the 
operational freedom of the peasants. The positive evaluation of the policy of 
diversified undertakings, the positive identification of the status of commune 
and brigade-run enterprises, the recognition of the existence of diverse 
economic forms, the subcontracting of land, the policy of making small market 
places and towns, and the granting of permission for the peasants to go settle 
and take up various jobs in the cities provided that they can take care of 
their grain ration are all changes in direction which were unthinkable in past 
decades. Between 1979 and 1985, a total of 45.772 million people of the rural 
work force had switched to nonagricultural activities. During the same 
period, the urban population showed a net increase of 127 million, in addition 
to which there was a floating population between several hundred thousand and 
1 million strong who stayed in the cities all year-round looking for jobs. 

The yearly figure of those leaving the rural areas on temporary employment 
amounted to 6 million. Of the jobs newly created in the cities and towns each 
year, approximately 1 million were filled by the peasants. In other words, 
about one-fifth of the rural labor force has changed their employment, place 
of residence or actual social status in recent years. This has brought about 
qualitative changes in their way of life, mode of production, way of 
conducting themselves socially, etc. In 1985 the rural labor force in 
townships and towns could be classified into 12 major categories, of which 19 
percent were engaged on a nonseasonal besis in undertakings other than 
farming, forestry, animai husbandry, sideline production and fishery. These 
"peasants," who are actually playing a new social role differ from the rural 
population under the old structure in only two ways: 1) They are not yet 
fully covered by the state; and 2) they still retain some kind of ties with 
the land. However, they are obviously no longer peasants in the conventional 
sense. This indicates that the freedom of the peasants, who make up 80 
percent of China's total population, to change their profession and social 
status in keeping with the needs of economic and social development has been 
markedly increased. 





20. Property rights and freedom to change one's status are the two magic 
weapons in the switch to the practice of fixing output quotas for each 
household. They have aroused the enthusiasm of several hundred million 
Chinese peasants for their land, labor, and life. Between 1979 and 1985 the 
rapid growth of China's agriculture and rural economy not only surpassed their 
own historical conventions, but also went beyond what was believed to be 
common practice in the big nations after the war. Many factors contributed to 
this unconventional growth, such as the accumulation of material conditions, 
the latent capacity of the market, and financial factors. However, without 
the enthusiasm of the peasants, all these could not have been brought into 
play fully and effectively. The true secret of China's unconventional 
agricultural growth lies in reform. This fact helps us to summarize the 
experience of how to pursue the cause of socialism in a country where the 
majority of the population are peasants. Our experience is this: Under no 
circumstances should we strip the peasants of their property and restrict 
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their freedom on the strength of political power. In the socialist era any 
attempt to expropriate the peasants and then make them take part in “building 
socialism" by means of compulsion is bound to meet with passive but hard to 
subdue resistance from the peasant masses. No matter where such attempts are 
made, they have to be done at the cost of reducing rural social productivity 
to a state of stalemate. Any place that can rectify the mistake of 
expropriating the peasants will be able to make great achievements 
economically and politically. 


Part Two. Conflicts and Friction: The Elementary Stage of Development of the 
Commodity-Money Relationship in the Rural Areas 


21. With the formation of diversified property entities and the re-establish- 
ment of the property structure in the rural areas, the peasants find a marked 
increase in their freedom to change their social status as divisions of labor 
develop. This calls for the further development of the commodity-money 
relationship in the rural areas in order to meet the needs of the situation. 
In 1985 the total quantities of farm and sideline products procured in the 
whole country were 200 percent more than in 1979. This, together with the 
turnover realized in the rural market and the sale of nonagricultural products 
in the rural areas, gave an overall rural commodity rate of 63.9 percent, with 
the per capita cash income of the peasants accounting for 65.3 percent of 
total income. At present, over 50 percent of the purchasing power of society 
as a whole is in the hands of the peasants and over 60 percent of the total 
retail prices of commodities in society is derived from sales to the rural 
areas. At the same time, over 60 percent of the money supply in society as 
whole is also in the hands of the peasants. Never before has the production 
and livelihood of Chinese peasants been linked with commodity exchange and 
money utilization on such a magnitude. This is indeed a historic leap 
forward. 


22. An interesting point is that the development of the commodity-money 
relationships in rural areas also received a push from financial pressures. 

In 1979 the state raised the purchase prices of farm and sideline products by 
a big margin. This important measure has played a remarkable role. However, 
mere readjustment is no solution. The newly raised purchase prices of farm 
and sideline products still could not sensitively reflect the value of farm 
and sideline products and changes in the supply-demand situation. Moreover, 
because the selling price was basically kept stable, the fact that the retail 
price of farm products was lower than their purchasing price meant that huge 
amounts of subsidies had to be paid. As a result, the better the harvest, the 
more serious the problems of deficits, the money situation and inflation 
became. This irrationality adversely affected the overall reform which was in 
the brewing stage. At the end of 1984 the quantities of marketable farm 
products furnished by the peasants reached an unprecedented value, and the 
state, being the biggest buyer of farm products, found itself in the sorry 
plight of being unable to buy all that was produced, sell the products, store 
the surplus, and transport the products from the countryside. Financial 
departments, as the central nervous system of the national economy, sent out a 
signal to warn that if a new course was not taken we would be in for a tough 
time. 
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23. The essence of the problem before us then was that there was friction 
between the progress in the reform of the microeconomic system of the people's 
commune and the macroeconomic workings of the national economy. At the 
beginning of 1985 the CPC Central Committee and the State Council announced 
their decision to reform the system unified state purchasing and marketing of 
farm products which had a history of more than 3 decades and to replace 
unified or fixed state purchases of grain with purchases according to 
contract. The basis of this policy was the series of reforms that had taken 
place in the sphere of the circulation of farm products since 1979, such as 
the restoration of open markets, the smashing of monopolies through 
multichaunel trading, and the gradual lifting of restrictions on the purchase 
and retail prices of most farm products. However, grain is afterall the “high 
voltage power” of China's economy as a whole. Directing the spearhead of 
reform in the grain purchasing and marketing structure is one of the boldest 
policy decisions made since the reform to fix output quotas for each 
household. 


24. This touches on our economic structure and the basis of our former 
development strategy. A basic feature of the unified state purchasing and 
marketing system is that it has commodity trading as its outward phenomenon 
and the direct distribution of the national income as its inner picture. In 
other words, it is in exchange that distribution resides. For every farm 
product sold, the peasants are putting in one share of their contribution; and 
for each farm product bought, workers and enterprises are getting one share of 
welfare. The present move to change the superficial “buying and selling" 

into a genuine exchange of equal values at the market can only involve the 
readjustment of the fundamental interests of all producers, consumers and 
operators, and can only lead to major changes in the way the economy as a 
whole is organized. 


25. As a result of the abnormally rapid growth in agriculture, particularly 
farming, between 1979 and 1985, a relatively rich reserve of farm products has 
been built up. This provided favorable conditions for the reform of the 
planned purchase and sale of products by the state. However, reform was 
necessary not because of “excessive farm products." The relative scarcity of 
China's agricultural natural resources in comparison with its population has 
put China well below developed countries, even the world average, in terms of 
the supply level of farm products. This is common knowledge that needs no 
reminding. It is precisely this acute scarcity of our land resources and the 
relative shortage of other agricultural resources that made this reform seem 
more pressing and necessary than in other countries. The reason is simple. 

If after the problem of feeding the population is basically resolved, we allow 
various kinds of “low-cost foodstuffs" which imply welfare and subsidies to 
artificially boost demand, and extend the scope of mandatory supplies from 
daily necessities to supranecessities (such as meat), the long-term 
development of our economy is bound to stagger. In the Soviet Union and some 
Eastern European countries, meat subsidies resulted in excessive consumption, 
so much so that the Engel coefficient when per capita GNP was at the 1,000 
dollars level was 10 percentage points higher than in the West where income 
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was at the same level. (Footnote 7) (Liu Yunzi [0491 6663 2737] ed.: 
“Agriculture and the Rural Areas in Developed Capitalist Countries," Beijing 
Agroeconomics Society, 1985, p 92.) We should bear this lesson in mind. 
China's land resources are even more scarce than those in the Soviet Union and 
Eastern Europe. Thus, the bold introduction of the market mechanism in the 
supply and demand of foodstuffs at a time when the problem of feeding the 
population has just been resolved is merely a matter of timing. There is 
simply no avoiding it. 


26. What is more important is that while it is able to maintain low wages by 
means of low-cost foodstuffs and ensure a high turnover of profits with cheap 
raw materials, the system of the planned purchase and sale of products by the 
state which incorporates subsidies and welfare into “sales” has distorted the 
true price level of production factors from agriculture which have been 
consumed in the process of industrial poduction, thus weakening the capacity 
of the enterprises to cope with changes in the prices of production factors. 
This is an important cause of the spread of the mentality of leaving cost out 
of consideration in the entire socioeconomic system and of the excessively 
poor economic efficiency. Between the years 1952 and 1981 the input of 
composite factors into the economy showed an average annual growth rate of 6.3 
percent, but the average annual growth rate of added value was only 6 percent. 
Consequently the productivity of composite factors declined at an average 
annual rate of 0.3 percent. This shows that although our old structure was 
very capable of mobilizing our country's economic resources it was extremely 
ineffective in putting the intensively mobilized resources to use. If we do 
not fundamentally reverse this unsettling act our hopes of mobilizii., our 
country will fall through. 


27. The indisputable necessity of reform cannot automatically guarantee its 
success. We must admit that we have initially underestimated the complexity 
of the reform. If we were to make a general evaluation of our performance in 
the 2 years since the announcement to reform the system of the planned 
purchase and sales of products by the state, may we not say that although what 
we have done produced a great impact on the old structure, the primary 
objectives the reform still have not been attained and we are still at a 
stage where the old and the new structures are locked in a stalemate. 


28. In practice there are two types of salient problems which may have a 
decisive effect on the success or failure of the reform. They are: 1) The 
purchase and sale of some farm products have been deregulated but not freed, 
as a result of which seesaw battles and reversals have ensued. 2) Some 
products which are no longer subject to unified state purchase and sale are 
producing market shocks as a result of violent fluctuations in supply and 
demand. The former finds its typical example in the grain situation. The 
reform as it was first planned had the abolition of the fixed purchase of 
grain as its point of departure and sought to replace this system with the 
system of contract purchases. In 1984 the peasants had difficulties selling 
their grain. Against the background of their wishing that the state would 
purchase more grain, this road appeared workable. The most crucial condition 
then was the gradual fall in the market price of grain. In fact, it was below 
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the actual purchase price in many places. The problem is that the major 
factors backing this crucial condition were all undergoing changes. The 
burden of subsidies on the financial departments was too heavy and needed to 
be lightened. The price of manufactured goods for industrial use was 
beginning to go up by a big margin. The peasants were spontaneously 
responding to difficulties they had encountered over the previous years in 
selling their grain by reducing input and cultivated acreage. And ways of 
becoming better off through occupations other than farming were being opened 
up. The combined result of these factors was that on the one hand the 
contract price of grain in the spring of 1985 was on the average 10 percent 
lower than in the previous year, while on the other hand a rehabitation rise 
in the open market grain price was witnessed after the summer and fall of that 
year. Judging simply by the supply and demand of grain, changes in these two 
aspects are basically normal. Hence, they did not produce a supply crisis. 
The crisis took place in the reform itself. When the market price exceeded 
the contract price, the peasants were unwilling to sign contracts. State 
purchases were thus far less assured than in the first half of the year, while 
no corresponding fall in the elasticity of sales was witnessed. Consequently, 
the “panic” as to “whether or not the contract system could guarantee supply" 
erupted in the marketing areas and spread to the producing areas. While it 
may appear that financial departments only have to pay a few cents more for 
each jin of grain if they decide to raise the contract price, it would be a 
major burden on the authorities at any level in any case. The practice of 
exchanging grain for manufactured goods which cost more did not prove 
plausible in reality and relying on township and town enterprises to 
“subsidize agriculture by industrial production" was unlikely to work on a 
national scale. The most uncertain factor was the trend of the market price 
of grain and no one could predict how the general situation of market prices 
would affect it in the short and medium terms. Reform ca: only set its limit 
at the uninterruption of supply. Hence, the only alternative was to declare 
that purchases according to contract were something mandatory and that the 
task must be accomplished regardless of whether or not this was a voluntary 
decision. In this way the practice of unified and fixed state purchases which 
was thrown out the door returned and became attached to the “contract” system 
through the window. The corresponding measures which were to restrict the 
open markets within the region ("fulfillment of the contract before the 
opening of the grain market"), and to blockade grain trade between regiorvs, 
were already in force. The difference was that the quantities involved in 
purchase according to contract were much bigger and the cemand for varieties 
was much more stringent. This was the reason why during 1985 and 1986 so many 
grain farmers complained about the contract system, describing it as “closer 
to unified state purchase than unified state purchase itself." This is a case 
of being “deregulated but not freed." 


29. The other situation, namely, the occurrence of violent fluctuations in 
supply and demand, was quite common where farm products no longer subject to 
unified state purchase, such as pigs, vegetables, poultry, eggs, fruit, 
aquatic products an. hemp, were concerned. The abrupt rise and fall in 
prices, followed by the sharp increase and decline in output, were what caused 
the repetitious supersession of substantial surpluses by acute shortages of 
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the same variety of products. With certain products which have greater 
substitution elasticity, the impact of violent fluctuations is smaller and can 
be more easily brought under control (such as aquatic products); but with 
those products which have a little substitution elasticity, violent 
fluctuations will produce market sbocks and have disastrous consequences on 
both the supply and the demand sides. 


30. Seen from both aspects, the reform is confronted with knotty problems and 
needs to find ways to expose the crux of the problems and to solve them. At 
this juncture it seems that all of a sudden everyone is asking in retrospec- 
tion: Why was the market mechanism introduced? Why do we have to go 

through this kind of suffering? It seems that problems which were once taken 
as the premise of the reform and which had long since been solved are 
re-emerging as strangers before the peasants, commercial institutions, 
consumers and government management departments. If we cannot clarify our 
understanding on the most fundamental issues of consciousness and grasp the 
true crux of the in-depth reform, people's enthusiasm for reform will be 
dampened, and they may have the occasion to hear once again the laughing voice 
of the old structure: Come back! It is the purgatory of “the market 
mechanism"! 


Part Three. The Appearance and the Deep Structure of the Market 


31. It is «1 matter of crucial importance to distinguish between *he 
elementary development of the commodity-money relationship and the market 
mechanism. The usual descriptions given to the market mechanism are: The 
ingependent choice and decision made by the producer in light of differences 
in returns in the production of different products; the purchasing behaviors 
of consumers ere entirely conditioned by their own cash income and consumption 
preferences; the proportion of resources used by various products is 
determined solely by the requirements of the demand structure; the 
contradiction between supply and demand is reflected through prices and is 
regulated through its effects on the economic behavior of producers and the 
consumers. (Footnote 8) (bu Bu-lu-si [1715 1580 7627 2448] [F. Bruce?): 
"The Question of How the Socialist Economic Operates," China Social Sciences 
Press, 1984.) However, we should go a step further and ask ourselves what 
kind of deep structural conditions, such as the institutional norm, guiding 
principles for public behavior and organizational carriers, need to be present 
before price signals could so authoritatively compel all producers and 
consumers to make the anticipated kinds of responses. From our experience we 
know that the deep structure of the market comprises two essential points. 
First, the interests of each socioeconomic unit are clearly defined as 
independent ownership. This is the common product of the deveiopment of the 
division of labor in society and the disintegration of various dependent 
social relations. Only when an independent economic personality develops 
into an exclusive ownership structure protected by law can it compel all 
economic units in society to strive for their own interests and deal with each 
other without exception on the basis of fair competition and fair play. 
Clear-cut and independent ownership is the fundamental strut of the market 
mechanism. 
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32. Ownership must have concrete and complete economic behavioral guidelines 
to avoid becoming a “juridical fantasy." (Footnote 9) (Karl Marx: "The 
Metaphysics of Political Economics: "Selected Works of Marx and Engels," 

Vol 2.) There must be a comprehensive set of commercial rules and 
regulations. This is the second essential point about the deep market 
structure. Any nation with a well developed commodity economy has as the 
basis of all its economic activities a complete set of civil commercial rules 
and regulations. On this basis the overwhelming majority of the people are 
trained to do things in strict accordance with contractual principles. 
Without this condition the elementary commodity-money relationship will only 
result in the widespread practice of illegitimate seeking of profits and the 
violation of rights. It is a sign of the arrogance associated with the small 
peasant ideology to think that we can talk about the "market mechanism" and 
even the "deepening of the market" in the absence of property ownership and a 
systematic set of commercial rules and regulations. 


33. Thus, free prices and their authority over the allocation of resources 
are not self-determined. They are determined by the features of the deep 
social structure. The true cause of the formation of price and the distortion 
of its regulatory function can only be found from the deep social structure. 


34. At present, the basic economic units in the Chinese countryside are 
peasant households, different types of peasant enterprises, local governments, 
and their economic and technical departments. After the reform they all 
underwent major changes in the general direction of the independence of 
interests. However, measured against the criterion of the establishment of a 
pricing mechanism that can regulate the overall allocation of resources, the 
achievements of the reform seem far from adequate. Why is it that the reform 
of the economic structure, which began with the introduction of the practice 
of fixing output quotas for each household, has come to a near standstill when 
it has come to a stage where the pricing mechanism is widely used to solve 
circulation problems? We may perhaps find an explanation from the following 
analysis. 


35. After the introduction of the practice of fixing output quotas for each 
household, the re-establishment of independent property rights and the 
granting of the power to make decisions of their own free will have enabled 
peasant households to transform themselves into active commodity producers and 
consumers at a speed never seen before. However, most of them still retain 
two noteworthy features: The first is a varying degree of semisubsistence. 

In 1985, 34.7 percent of total income and 33.5 percent of total expenditures 
of sampled peasant households were still of a noncommodity nature. Second, 
the small scale of their operation. On the average, each peasant household 
had less than 0.51 hectare of arable land to work on, which was just about the 
smallest by world standards. Besides, the overwhelming majority of peasant 
households also engaged in the production of a variety of agrarian products 
and in industrial, sideline and commercial occupations and labor services on 
the side. This made the scale of product-based operations even smaller. Even 
crop cultivation specialized households which accounted for 1.67 percent of 
the total number of peasant households only managed to score 5,379.3 yuan per 
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household in terms of total annual income from their specialized occupation. 
This has determined the following economic behavoir in peasant households: 
They are able to respond sensitively to price signals by making readjustments 
in their production and consumption. The majority of peasant households are 
more sensitive in their response to input market than to the price of outputs 
and only a small number of peasant households that are more specialized and 
operate on larger scale can do otherwise. They have very little strength to 
withstand price fluctuations and have difficulty making the so-called "inverse 
readjustment" in response to cyclical price fluctuations. When environmental 
signs are too unfavorable, the majority of peasant households defend 
themselves by cutting back on buying and selling and leaving more for self- 
subsistence. This behavior may be considered to conform with the "Schulz 
hypothesis," that is, the peasants are also capable of reacting rationally 
with a view to seeking maximum benefits after weighing long- and short-term 
interests. (Footnote 10) (Huang Zhongzhi [7806 1350 1807]: "The Small 
Peasant Economy and Social Changes in Northern China," China Book Store, 
1986.) The “abnormal" behavior of peasant households is in fact their normal 
reaction to abnormal circumstances. 


36. It is therefore comprehensible why peasant households with the above- 
mentioned characteristics tend to be more demanding over the trading 
environment the more they are driven by independent property rights to seek 
monetary gains. An important condition for sustained economic growth in the 
agricultural sector after the introduction of the practice of fixing output 
quotas for each household is whether or not an environment that can always 
satisfy the growing needs of peasant households and give them a long-lasting 
boost is maintained and developed. 


37. Which are the organizational carriers responsible for satisfying these 
requirements? Primarily, they are government economic and technical 
departments (including departments of production technology, commerce, and 
finance) in the rural areas. This system is indeed the "principal channel" of 
input and output in the rural areas no matter how we look at it. As a result 
of their long service to the unified state purchasing and marketing system, it 
has acquired the following organizational features: It is highly subordinate 
to the vertical form of administrative authority and totally adheres to 
control by means of administrative order. In order to ensure supply it does 
not have to respect any property rights, nor does it have to abide by the 
rules of fair play. After the reform elementary monetization found its way 
into the system. As a result of this the interests of various units within 
this system became relatively independent. A complicated and dynamic 
structure with a multitude of objective (from the fulfillment of tasks handed 
down by higher authorities and offers of more commercial services to the 
seeking of more monetary rewards within the unit) came into being. The 
problem does not lie in the fact that each department and locality has its own 
independent interests, but in whether or not all the individual interests are 
obtainable if only the same rule is observed. The current reality is that the 
"semi-marketized" local and departmental interests carry in them the authority 
of an administrative monopoly and the motives to strive for their own 
interests. Once the environment takes an unfavorable turn they can bypass the 
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behavioral norms of ordinary commodity producers and resort to supraeconomic 
means such as issuing mandatory orders, sealing off the market, effecting 
monopolistic price increases, meting out penalties indiscriminately, and even 
resorting to unreasonable extortion. As a result, even the most regular 
organizations become disorganized. The effect of “producers adding one fen 
while the intermediate links add three" in the rural price reform is already 
threatening the conduct of the reform. 


38. As a means of contention, the peasants organized themselves and sought 
entry into the circulation sphere. In 1985 there were 147,000 commercial 
enterprises run by peasants. In addition, there were 3.25 million individual 
business households in cities and towns. However, the effectiveness of 
peasant organizations diminished conspicuously beyond the framework of the 
open market due to the riskiness of the external enviornment. Authentic large 
commercial organizations are not easy to establish outside the specific legal 
framework and it is even more difficult for them to ensure steady development. 
On the other hand, it is too costly for spontaneous small commercial 
organizations to move into the domains of large-scale commerce. This may 
perhaps explain why circulation contingents organized by the peasants can only 
go after profitable items with a high price tag and are not in a position to 
offer commercial services aimed at effectively lowering the cost of a 
transaction so that the vast number of small contractors in the production 
sphere can gain entry into the big market. In 1986 when obstacles were 
encountered in the reform of the unified state purchase and sale system, 
commercial bodies spontaneously set up by the peasants not only failed to 
become the mainstay but drastically reduced in number. This shows their 
characteristics as something passive and supplementary. 


39. The problem does not end here. Through an “intermediary” peasant 
households are heading for the market. On the other side of the market there 
are urban residents and factories. Here the regulatory effect of price on the 
supplier and consumer of farm products is extremely unsymmetrical. Urban and 
rural structures had important differences to begin with. Moreover, because 
urban and rural reforms were not synchronized the degree of monetization in 
the relationship between the state and the peasants was raised while the 
degree of monetization in the relationship between the state and urban 
residents and factors was still essentially low. Major farm products such as 
grain and cotton are still mostly sold under the state monopoly at a low 
price. Thus, no matter how much the producer price fluctuates there will not 
be any response in the sales volume and price. Although the selling price of 
products such as vegetables, pigs and certain industrial raw materials has 
been deregulated, urban workers and residents who are in a very strong 
bargaining position can pass the pressure they feel from prices onto their 
enterprises or institutions. This will lead to an even more substantial 
increase in the price of manufactured goods or force financial departments to 
increase their subsidies. The financial departments will, in turn, divide the 
responsibility by internal sharing (between the central and local 
authorities), withdrawing overdrafts from banks and transferring expenses 
(such as duly cutting down budgetary investment in agriculture after 
increasing the price of farm products). When all these measures prove 
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inadequate the government will once again order the peasants to supply their 
products at a low price. 


40. In this system of the unsymmetrical conduction of pressure from the price 
reform the brunt of the pressure will eventually find its way back, by direct 
or indirect means, to the peasants who were still rejoicing not long ago. 
While the peasants indeed benefited from the rise in price of some farm 
products when the reform commenced, their gains were offset by the subsequent 
and more substantial rise in the price of industrial inputs and inflation 
through all kinds of intermediate fees. Econometric studies show that after 
entering 1985 there was another inverse increase in the proportion between the 
national income generated in the rural areas and the national iacome finally 
used there. (Footnote 11) (Gao Shan [7449 1472]: "Rural Development and the 
Distribution of the National Income in Our Country in the Last Few Years," 
internal report of the Institute of Development.) This can only be reflected 
at the microeconomic level in the less interest being shown by the peasant 
households in technica] innovation and accumulation. According to a sample 
survey the proportion of investment by peasant households in productive fixed 
assets in their total expenditures began its downhill slide after reaching a 
peak (5.7 percent) in 1983, dropping to 4.7 percent in 1984, 3.8 percent in 
1985, and 3.43 percent in the first three quarters of 1986. What is more 
noteworthy is that at a time when peasant households are retreating to self- 
subsistent economic activities in an effort to avoid excessive market risks, 
their limited capacity for accumulation can easily be swallowed by traditional 
culture and custom. In 1985 each peasant household in Jingzhou Prefecture, 
Hubei Province, spent an average of 200 yuan on entertaining guests and 
sending gifts. In Fengyang County, Anhui Province, the peasants spent between 
5 and 10 times more on funeral and wedding services than they did 5 years ago. 
In terms of the whole country the problem of agricultural input which became 
acute along with the problem of market fluctuations in 1985 is by no means 
just a matter of quantitative difference as some general observations have 
indicated. 


41.. The difficulties caused by the reform of the system of unified state 
purchases and sales have undermined the strength and stability of the most 
important achievement of the practice of fixing output quotas for each 
household; that is, the economy of contracted household undertakings. The 
economic sector of contracted undertakings is a composite structure of rights 
where publicly-owned property and privately-owned property by the peasants 
coexist. However, there are as yet no clear-cut legal standards as to the 
rights and obligations of various parties within this economic sector. Many 
fundamental rights are often infringed upon in various ways and to varying 
degrees and there is no way of making the persons concerned feel assured of 
their property rights over time. For example, rights with respect to 
contracting arable land are given nonstandard assurances mostly because of 
their characteristic as something “equally distributed to all." Even so, the 
freedom to cultivate what one pleases and the right to sell one's products 
which are inseparably linked with the rights to contract land also frequently 
meet with all kinds of interference due to the difficulties encountered in the 
second phase of the reform. In the distribution of returns from contracted 
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undertakings contractors find themselves burdened with increasingly heavy 
“exorbitant taxes and levies" because there are no legal procedures and 
quantitative limits. In addition, there is constant pressure from changes in 
the number of family members on the long-term contracting of arable land. The 
consequence of this change is the further division or redistribution of arable 
land. This fatal problem also has something to do with the fact that rules 
for the transfer of land contracting rights have yet to be worked out. All 
this makes it impossible for the policy objective of sustaining land contracts 
to receive the kind of institutional guarantee it needs. Not only that, this 
also undermines the progress of the large-scale application of the price 
mechanism. 


42. If we have to make a brief economic analysis of the difficulties 
confronting the reform, our conclusion would be this: The practice of fixing 
output quotas for each household has greatly increased the production 
efficiency of the close to 200 million peasant households, but this is being 
offset by the drastic increase in transaction fees due to the absence of a 
corresponding deep market structure. People often wonder why the market price 
is going up all the time despite an increase in supplies. An important reason 
for this is that while the production of “hard goods" (products) has increased 
in recent years, “soft goods" (market organizations and regulations necessary 
for turning products and production factors into commodities) is "falling 
short of demand." The inflation in transaction fees involved in the marketing 
of farm products has greatly reduced the possibility of steadily expanding 
equal transactions. This is the fundamental reason why farm products in bulk 
are “deregulated but not freed" and why market fluctuations over the retailing 
of farm products cannot be checked. 


43. We are obviously unable to guarantee that reforming the price of farm 
products can be accomplished by a rectilinear assault. This is where the 
“dual system" comes in. Its original intention was to maintain the stability 
of the overall economic situation by mandatory purchases and sales during the 
price reform, while "letting the market decide" with respect to the remainder 
of the products, to develop new mechanisms and cultivate substitutions. Then, 
as one aspect is strengthened and the other weakened, the targeted model of 
the reform, namely, a fully-developed price mechanism, will be accomplished in 
an all-round way step-by-step. The "dual system" is no doubt an important 
tactic for persisting in the reform, but we should not evade the profound 
contradictions it contains. Whether or not mandatory plans in the form of 
administrative orders and the market price mechanism can go parallel like two 
railroad tracks in a unified economic life is yet a wishful hypothesis. 
Judging from experience and from facts, the tendency to conflict is far 
stronger and more realistic than the tendency to coexist. Open markets 
outside the channel of unified state purchases have long been in existence, 
although their steady growth has constantly been curbed, and at times closures 
have been threatened. Not only that, the administrative control system can 
also constantly enlarge its functions and powers on the pretext that the 
supply of farm products is not guaranteed, thus greatly increasing the 
bargaining power of its organizations. At the same time, under the dual 
system the responsibility of this system for ensuring supplies is 
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automatically reduced and any market pressure may at any time shift between 
the financial departments and peasants. Under these circumstances the “market 
track" can at best serve as a supplement and cannot develop into a substitute 
system. Thus, the crux of the problem lies in whether or not we could 
promptly unfold the deep market structural reform while the "dual system" as a 
transitional measure is still being implemented. If we do not work on this 
the “dual system" cannot automatically realize a fully developed price 
mechanisn. 


Part Four. A Redefining of Reform: From Organizational Innovation to 
Institution Innovation 


44. The difficulties confronting the reform of the deep structure cannot be 
speedily resolved by resorting to certain techniques. If we went into the 
deep market structure to observe problems, we would discover that there is an 
absence of effective intermediary of modern commerce to constantly lower the 
rising transaction fees which inevitably accompany the development of the 
elementary commodity-money relationship. To be more precise, what we have 
encountered in the reform of the price of farm products is an economic 
organizational crisis. In this respect, we do not have existing conventional 
organizational resources such as the practice of peasant household 
undertakings at our disposal. 


45. What we have inherited from the past in the way of organizational 
resources is a kind of bipolar structure: A centralized government and 
patriarchal clans. Between the two poles there is a lack of tradition and 
experience in community or local autonomy and there has never been any city 
where free citizens form the main body. The massive and complicated 
administrative system is joined with the scattered and isolated clans at the 
level of quasi-government and quasi-civilian villages, and a special kind of 
fragility is manifest on account of the absence of effective intermediaries. 
The vertical administrative system can constantly produce brilliant 
achievements by means of the centralized allocation of the country's 
resources, but this is always done at the cost of ever-increasing 
administrative expenses. Once it goes beyond what could be borne by the 
clans, control would no longer have any effect and chaos would ensue. Since 
the founding of New China the Chinese nation has discarded its old image as 
grains of loose sand and achieved unprecedented unity. This is a favorable 
political condition not seen since the 19th century. By and large, relying on 
our own strength we have launched an extensive yet profound social reform, 
carried out large-scale economic construction and made outstanding 
achievements in the way of industrialization. History over ‘the last 3 decades 
shows that we have a very strong capacity for mobilizing our social resources, 
which is rarely found in ordinary developing countries. (Footnote 12) (Study 
Group of China's Rural Development: "A New Stage of Growth in National 
Economic and Rural Development.") With the help of party organizations, state 
power penetrated deep into the villages, did away with stratification based on 
the old economic structure and substantially contained the clan and blood 
relationship through the establishment of new organizations, thus succeeding 
in intensively mobilizing massive local resources. However, this kind of 
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harmony and control which prevailed in economic and social life from the 
center down to the grass-roots levels was overly dependent on the vertical 
administrative system. When power was overcentralized the initiative and 
vitality of the localities and the grass-roots unit seriously fettered, thus 
increasing the cost of control and coordination and reducing their efficiency. 
On the other hand, the organizational structure of our country is very unitary 
in nature. Although it is divided into many levels, there is a lack of 
independence of interests at the intermediate levels and no functional 
division mechanism in and between the organizations. Thus, in the process of 
decentralizing power it is very difficult for various organizations to improve 
the overall coordinating capability and efficiency of society through the 
mutually coordinating process of self-organization. The cyclical repetition 
of “deregulation--chaos--tightened control" is by no means an indication of 
our being two-minded about deregulation. It shows an acute deficiency in our 
country's organizational resources. Recognizing this deficiency is of 
decisive significance in grasping the task of reforming the deep rural 
structure. 


46. The demand for new organizations surfaced almost as soon as the system of 
responsibility was first implemented. The process of self-organization has 
been going on all along from the time that peasant households were still 
working on a continuous stretch of fields, e-changed labor and coordinated 
work, and later pooled their resources to buy draught cattle and machinery, to 
the time when different kinds of new economic associations were set up. Rural 
economic and technical departments which used to come under the government 
also began to move toward the separation of government and enterprise 
functions. Some even favored "a return to civilian status." A series of 
economic bodies were duly reorganized and a large number of companies, 
associations and centers of every description were re-established. The 
inherent pressure of economic development made it imperative for us to 
actively plunge into organizational innovation. However, we must recognize 
that the organizational innovation already under way in the rural areas is 
basically still restricted to the refurbishing of nonstandard organizations. 
What we mean by nonstandard organizations are those organizations which do not 
require definite codes of conduct and where there is no unified social means 
of coercion to guarantee that the codes are observed by their members. In 
reality, these organizations are backed by a network of blood ties, neighbors, 
relatives, "connections" and other elementary social relations, and are 
cemented through “human relationships" and other special mediums (rather than 
general mediums such as money and the law). They have great flexibility and 
are easy to set up and can thus to found almost everywhere. These 
organizations have their limitations. They are greatly restricted in their 
choice of target by natural conditions and therefore cannot be optimized on a 
more extensive scale. Their internal relations which are maintained chiefly 
by elementary social codes and which depend to a large extent on the 
"connections" and “personal integrity" of the persons concerned are extremely 
unstable. Their social status is not formally recognized so that people 
outside [these organizations] find it hard to firmly place their hopes on 
them. All this has made it impossible for nonstandard organizations to 
accumulate the achievements of their innovation, thus making them incapable of 
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shouldering the burdensome task of substantially cutting down organizational 
expenses and transaction costs. 


47. Thus far no substantial progress has yet been made in our reform in the 
sphere of standard organizations. This sphere has two special features: 
First, there are unified and definite codes of conduct for their members; and 
second, any member who has violated these codes of conduct will be subject to 
social coercive measures. As noted in the above paragraphs, although Chine is 
strong in its tradition of standard organizations, the codes of conduct and 
binding forces of these organizations have always been subject to vertical 
administraiive subordination and to it alone. Anything that is outside the 
system of administrative authority is nonstandard--this has more or less 
become the first crucial point in China's unwritten law. The typological 
uniformity of this kind of standard organization is a major obstacle to our 
efforts to carry the reform to greater depths. Ever since the reform started 
we have had difficulty implementing the guiding principle of “the separation 
of government and enterprise functions." The crux of the problem is that once 
our “enterprises" are separated from the government they can only look for 
nonstandard protection and recognition in the form of blood ties and human 
relationships in the sphere of nonstandard organizations (such as contractual 
operations by individuals and households), and there will be no place else 
where they can exist as standard organizations. In the history of the Chinese 
nation we do not recall ever having any independent economic organizations 
that are at once free from the shackles of patriarchal relations and not 
attached to administrative authority being set up to provide regular 
protection and constraints. Mere determination to decentralize power is no 
remedy for this natural defect. 


48. When transformation in the sphere of nonstandard organizations has 
reached a certain critical point, innate demands for standardization will be 
generated. Clear-cut and unified codes of conduct and coercive measures to 
abide by some common rules and regulations are the prerequisites for engaging 
in large-scale commodity exchange. However, at this point, they too feel the 
agony of not having a “third dimension." Standardization can only be 
accomplished in the old vertical administrative structure. Thus, once the 
peasants feel the need to standardize their massive creations in the sphere of 
nonstandard organizations, such as cooperatives, associated or partnership 
enterprises based on independent rights, “shareholding companies," civilian 
bank and all kinds of horizontal associations, they will first have to “hook” 
onto something--they will have to find themselves an administrative boss. The 
sprouts of these new organizations cannot be legalized and standardized unless 
they sacrifice their feature as products of the commodity economy. New things 
are constantly emerging, but they do not grow up; and if they do, they are not 
quite the same. In terms of economic analysis none of these forms can reduce 
transaction expenses on a large scale. 


49. Why is the all-round and extensive application of the market mechanism so 
closely related to innovative acts that go beyond what is conventional in the 
sphere of standard organizations? We can only answer this question by 
relearning the process of engendering the market economy. [In fact, while the 
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two main premises of the deep market structure discussed earlier on, namely, 
independent property rights and commercial legislation based on contracts, can 
prop up the classical market, the subsequent development of market relations 
in depth and breadth will impose temporal and spatial restrictions on the so- 
called “Pareto optimality under which the allocation of resources is based on 
the equilibrium price." The formation of the process whereby the responses of 
the supplier and the consumer are readjusted both take time. Time is valuable 
and signals have a price. This is where the concept of “transaction costs" 
comes from. (Footnote 13) (Henry Le-pa-ri [0519 1584 2480]: “America's 
Neoliberalist Economics," Beijing University Press, 1985, p 9.) The larger 
the spatial framework of the market and the more complicated the economic 
process, the more costly the transaction fees will be, and consequently the 
classical market becomes a costly structure. (Footnote 14) (Ibid., p ll.) 
This is what is generally referred to as a “market breakdown." In order to 
overcome this breakdown the growth of various market organizations is upgraded 
in the course of modernizing enterprises is the first form of an organization 
which makes use of orders, plans, and a system of grades rather than a mode of 
market transactions internally and engaging in market-directed economic 
activities externally. The simplest explanation for this is that the 
enterprise has reduced its transaction expenses. (Footnote 15) (Luo-na-si 
Ke-si [5012 4780 2448 4430 2448]: “The Nature of Enterprises," the British 
magazine “Economy,” 1937.) Subsequently, substantial development is witnessed 
in a series of “intermediate" organizations between enterprises. The modern 
market economy has greatly rejuvenated the variety and content of “productive 
labor" and the “divisions of labor" and has created a series of new 
organizations ranging from shareholding companies, modern banking systems, 
stock exchanges, retail markets and futures trading to information services 
networks. Their common feature is that they all strive to cut down trans- 
action expenses through organizational innovation without damaging the deep 
structure of the market. In this connection, the most important institutional 
innovation is the establishment of the corporation system for enterprises. It 
enables any large organization which has economized its internal transaction 
expenses to enjoy the kind of protection once extended by the early stage 
market system to personal property rights. 


50. The scattered small private ownership associated with the early market 
eventually developed into big private ownership through organization. While 
pushing market relations to a more global orientation it also produces great 
social injustice through monopolies, technological stagnation and the 
infringement on small private ownership. This endangers the market mechanism 
itself. The era of “government intervention in the economy" has come. It has 
Jed to yet another innovation in the taxation, monetary, and financial 
systems, bringing with it not only a total replacement of the rules and 
regulations governing market activities, but also a partial delineation of 
absolute property rights--mainly big private ownership--to make them no longer 
totally exclusive yet still clearly defined by rules and regulations. All 
this has stamped the modern market economies of different countries with a 
common brand. However, this does not mean that the contest between the market 
and organizations has come to an end. The sharp cutback in investment 
impulses, the prevalance of the “welfare disease" and inefficiency in 
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government-owned enterprises brought about by “government intervention in 
economic affairs" have caused sharp criticism from neoliberalist economic 
trends of thought. We still do not have sufficient material on which to judge 
the future course of this contest. Some researchers assert that the 
alternation of “market breakdowns" and “planning breakdowns" may be following 
another Kondratieff Cycle. 


51. China as a developing country is by no means a bystander in this global 
contest. We should be able to draw a useful conclusion from this contest: 
First, the deep structure of the market is not something that will ever 
change once it is formed and it has never ceased evolving from an elementary 
to an advanced form. Second, the organizational form of the market at a more 
advanced stage contains the fundamental regulations of its lower form. For 
example, shareholding companies have renounced their absolute exclusive 
private ownership but their incomplete but clearly defined ownership is still 
maintained. Third, although there are far more commercial rules and 
regulations governing the clearly defined but incomplete property rights now 
than was the case in the early stage, they are still unified and have a 
socially binding force on the actions of all persons concerned. Fourth, the 
experience gained by different market-oriented organizations at different 
times and under different social systems contains the common civilization and 
wealth accumulated by mankind in its efforts to overcome difficulties in 
economic life. It should be properly used. If backward countries can 
directly face the immensely rich “organizational models" they may be able to 
come up with a better option in establishing a deep structure for their own 
domestic market. 


52. If we approach the general orientation for the deepening of rural reforms 
from this perspective we will not be content with just making innovations in 
the sphere of nonstandard organizations day after day. The focus of the 
reform must be shifted to the sphere of standard organizations and the crux of 
the entire issue is that in this sphere we must establish institutional norms 
for new economic organizations that can succumb to the two traditional binding 
forces of nonstandard organizations and administrative subordination, and pave 
the road for the extensive economizing of transaction expenses and the 
increased application of the market mechanisn. 


53. According to our present understanding the basic foundation that can lend 
support to the establishment of new standard economic organizations is still 
the two major premises of the deep structure of the market: a system of 
proper rights with modern contents and a comprehensive set of commercial rules 
and regulations. Work in these two respect are above China's experience and 
involve great risks and uncertainty. Here we can only briefly touch on some 
of the crucial difficulties. 


54. On the question of property rights systems the first fundamental question 
is whether or not the legal manifestation of ownership has any formal 
significance. Conventional socialist theoretical economics seems to have 
formed the habit of ignoring the legal manifestation of ownership in its 
discussion of “essential" problems. However, the problem with China is 
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precisely that all ownership systems are in dire need of their own 
comprehensive goal manifestations. Under these circumstances the innovative 
changes in ownership are not duly given their legal confirmation (for example, 
the rural contractual economy, which affects the fundamental interests of 
several million people, is still operating without a comprehensive set of 
laws, while retrogressive changes cannot be checked. The second question is 
how “nonlabor income" in the formation of property is to be dealt with. In 
any country, not to mention a developing socialist country like C ina, an 
excessive weighed proportion of “nonlabor income" in the formatic. of property 
will have an adverse effect on the country's economic and social development. 
However, there is a whole load of muddled ideas to clear up what really is 
“nonlabor income" and how the quantity of different types of labor is to be 
determined. Under the commodity-money mode “nonlabor income," such as bank 
interests and dividends, together constitute an important organizational 
medium for commodity production. In reality, the swift development of 
monetary rations has made possible the actual application of different forms 
of “nonlabor income" such as bonuses, dividends, and rent (including land 
rent). How to deal with this question in our social system and in a legal 
sense has become a sensitive issue in the establishment of a property system 
in China. The experience of the market economy shows that it is obviously 
less costly to restrict “nonlabor income" by resorting to legal procedures 
(such as the vying of income tax). The question is how China is to put this 
experience into application. The third question is how to establish a system 
of public property rights. This is closely related to the independence of 
"enterprises" which are still subordinated to administrative authority. The 
effectiveness of the legal details and procedures governing the establishment, 
possession, returns and transfer of collectively-owned public property depends 
on their way of recognizing the individual interests of individual members and 
how far they encourage true cooperation. The incompleteness of rights with 
respect to state property (such as state-run grain enterprises) is as obvious 
a fact as the incomplete private property of shareholding companies. However, 
it is a very difficult task to explain in clear legal language how incomplete 
rights are with respect to state property on different scales and in different 
industries. We should also take into consideration the fact that the legal 
readjustment of incomplete rights with respect to state property is without 
any successful precedent even in the most developed countries. 


55. On the question of commercial legislation, the primary issue is the 
question of priority between the rationalization of the relationship of 
interests and the establishment of market rules and regulations. The popular 
view is that rules and regulations cannot be established if interests are not 
rationalized. However, without rules and regulations we may never be able to 
rationalize interests. For example, the goverrment authorities from the 
provincial down to the township levels have the power to seal off the market. 
If a simple “anti-blockade law" is not passed to give it the first of a series 
of curbs not even the "dual system" tactic can really work. Among various 
rules and regulations, how to restrain the financial departments from taking 
overdrafts from banks and restrict the administrative authorities from 
indiscriminately resorting to supra-economic means of coercion are of crucial 
importance to the establishment of market relations. Second, how to provide 
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the credit economy, which is becoming more and more active with each passing 
day, with simple and effective legal protection also appears especially 
pressing. Elementary commercial credit and advanced financial transactions at 
the top of the scale are no doubt of great importance to survival and 
development of new organizations aimed at reducing transaction costs. 

However, the lack of strict rules and regulations is likely to lead to a chain 
of breaches of contracts and even frauds. The first priority now is to devise 
assets examination and assurance procedures for those engaged in credit 
activities in order to prevent the conventional unorganized forces from 
exploiting the means of credit to harm market and public interests. On a more 
extensive basis we must proceed by sorting out the tiundamental norms of 
commercial activities, such as the social obligations for those engaged in 
business to protect fair competition, and check the magnified effect of the 
convention that “there is no businessmen who is not cunning" in irregular 
disturbances in the reform. In short, a lot of pioneering work is needed 
here. Without the tradition and experience in conducting commerce along 
civilized lines, without the backing of a sober-headed and convicted public 
opinion and moral standard in the conduct of business, and with a scarcity of 
professionals and a general tendency to slight the importance of "rules and 
regulations," we are going to run into numerous obstacles in this endeavor. 


56. Organizational innovation and institutional innovation unavoidably 
involve diversification and standardization. In order to sever the bonds of 
the old structure and its concept of value, diversified practices of reform 
are obviously less risky and more likely to succeed. At the same time the 
vastness of our country and the imbalance in our economic, political, and 
social development have also provided the objective basis for the 
diversification of the mode of reform. However, we must not go beyond what is 
reasonable in our endorsement of diversification. The reason is that 
throughout the process of replacing the old structure with the new, common 
problems of greater depths constantly emerge that can only be solved in a true 
sense by relying on a unified system and an organizational norm. If the 
answer we have come up with can only apply to a particular place or time this 
solution is unlikely to be institutionalized and promoted to wider areas, and 
progress may be slowed down greatly. In our country which has a strong 
tendency toward centralization, even local models fall into the sphere of 
nonstandard organizations. Thus, the viewpoints on this matter which we 
discussed earlier are also applicable here. Institutional achievements can 
never be achieved if innovation and breakthrough are only allowed in the 
sphere of nonstandard organizations. For example, no local model has yet 
fully resolved the problem of setting up a clear-cut system of property 
rights. This being the case, the stabilization, consolidation, and continued 
development of all local models should come into contact with problems which 
are of the same nature in their deep structure and therefore can only be 
resolved by relying on the same principles. 


57. Last, we want to stress particularly the need to draw from the experience 
of others. Our comparative study shows that the stage of the transformation 
in the direction of modernized relationships on an extensive scale comprises 
two basic processes of innovation: Transformation, which means to change 
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those special features which are already there before modern times; and 
drawing on outside experience, which means to establish a new system and new 
standards of value by consulting models that suit our needs. (Footnote 16) 
(Xi-li-er E. Bu-lai ke [6007 6849 1422 E. 1580 5490 0344] et al.: “The 
Modernization of Japan and Russia," Commercial Press, 1984.) The difference 
is, countries that already have the major prerequisites for modernization can 
rely on transformation to a high degree, while countries that lack certain 
prerequisites have relatively fewer chances to carry out transformation and 
therefore need to draw on the experience of others. The fact that China lags 
behind the whole world in its modernization process has a lot to do with its 
refusal to draw on the experience of others and learn from them. Thus, it is 
particularly important to be good at independently drawing on all useful 
international experience. Just as Marxism is by no means a product which 
turns away from the civilized road of mankind, socialism in practice also 
cannot complete its own innovation isolated and behind closed doors. 
Countries which started their modernization after World War II all found 
themselves faced with so much new knowledge that it could in no way be 
absorbed in one generation as Japan did toward the end of the 19th century. 
We should open our eyes to the fruits of innovation that civilization has to 
offer and be good at drawing on organizational and management models that may 
prove beneficial to our economic development. It is perhaps of even greater 
significance to the promotion of our efforts to assimilate the knowledge of 
modern civilization if, in the course of drawing on the experience of others, 
we maintain the integrity of our nation and keep society from falling apart. 
(Footnote 17) (Ibid.) The posthousehold contracting stage is a stage of 
innovation which is faced with the very arduous task of reforming the deep 
rural structure. The success made in reform in the last 8 years is a source 
of inspiration to the nation, while the danger of a halt that would spoil all 
that had been achieved previously is what has stimulated and motivated us. 


(Footnote 18) (First draft completed in October 1986. Revised in December 
1986. The following persons have taken part in this study: Chen Xiwen (7115 
6932 2429), Zhou Qiren (0719 0366 0088), Dai Xiaojing (2071 1420 0079), Gao 
Shan (7559 1472), Gao Xiaomeng (7559 1420 5536), Ran Mingquan (0373 2494 
2938), Yang Jinglun (2799 4842 0243), Qiu Jicheng (6726 4949 2052), Wang 
Zhenyao (3769 2182 5069), Cao Heping (2580 0735 1627), and Li Guodu (2621 0948 
6747). The first draft was discussed by various research offices of the 
Institute of Development and a further visit was paid to Xuxian Prefecture, 
Anhui Province, to verify certain substantial judgments. Comrades Wang Qishan 
(3769 1477 1472), Deng Yingtao (6772 5391 3221), Jiang Zhongyi (5592 0022 
0001), Du Ying (2629 7751), Lu Mai (4151 6701), Bai Nansheng (4101 0589 3932), 
Cui Xiaoli (1508 1420 7812), !4 Wenying (2621 2429 5391), Sum Xiaoguang (1327 
2556 0342), and Wang Jun (3769 6511) made important suggestions toward the 
revision. The entire report was drafted, revised and finalized by Zhou Qiren 
and Dai Xiaojing.) 
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FOREIGN TRADE, INVESTMENT 


STATE ECONOMIC COMMISSION CHANGES IMPORT FOCUS 
OW201752 Beijing XINHUA in English 1436 GMT 20 Mar 87 


[Text] Beijing, 20 Mar (XINHUA)—-China will become more selective in 
its imports to focus on badly needed up-to-date techniques and 
essential key equipment, officials from the state economic commission 
announced today. 


"Instead of continuing to import production lines and key equipment 
at random," officials said, “scientific research institutes will now 
share the responsibility of selecting new technological imports with 
production units." 


“Measures will be taken to encourage imports of badly needed technology 
and necessary key equipment, to avoid repetition, and to avoid 

imports of equipment available domestically," officials said, adding 
feasibility studies and practical distribution of imported equipment 
and techniques will also be encouraged. 


The state economic commission is now working out programs for 12 major 
import items, including color T.V. sate, digital-controlled 
machine tools and synthetic ammonia equipment, according to officials. 


Officials said, “more funds including foreign capital will be allocated 
for importing technology." 


China imported 10,000 techniques and pieces of hi-tech equipment 
worth 10 billion U.S. dollars during the Sixth Five-Year Plan period 
(1981-1985), officials added. 
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FOREIGN TRADE, INVESTMENT 


SCIENTISTS RECOMMEND GROUP TO OVERSEE IMPORTS 
0W171616 Beijing XINHUA in English 1540 GMT 17 Mar 87 


[Text] Beijing, 17 Mar (XINHUA)--Some of China's leading scientists 

have reommended the establishment of a body to oversee technology imports, 
which will exercise overall control over the approval and examination 

of key state imported. projects. 


They made the proposal today at the science and technology section of the 
Chinese People's Political Consultative Conference (CPPCC) in a report 
submitted to the 14th session of the Sixth Standing Committee of the 
CPPCC National Committee. 


“Though the introduction of foreign technology has played an important 
role in promoting production and upgrading technology in recent years, 

it has led to some big problems. Some enterprises have imported a 
number of production lines and items of euqipment which are not up to 

the top world standards," the report said, adding that sometimes the same 
type of equipment was imported by several plants simultaneously. 


The scientists attributed these problems to two factors -- lack of 
overall state control and neglect of the opinions of experts. 


The report also suggested that an appraisal and examination group made 
of leading scientists be set up, apart from the national technology 
import council. A data center attached to the appraisal and examination 
group should also be built to provide information in this field. 


Scientists also appealed for the publication of specialized magazines, 
increased information supply and a system of rewards and penalties 
applicable to this sector. 
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FOREIGN TRADE, INVESTMENT 


FIRM EXPORTS ADVANCED MAGNETIC PRODUCTS 
0W181207 Beijing XINHUA in English 1137 GMT 18 Mar 87 


[Text] Beijing, 18 Mar (XINHUA)--A company, under the Cihnese academy 
of sciences, has recently exported one million yuan worth of neodymiun- 
iron-boron magnets, making China one of the few producers and suppliers 
of this rare and recently discovered magnet material in the world. 


Neodymium permanent magnet materials is the latest development in high 
energy magnets and is the most cost effective high energy magnet on 
the market today. It was first discovered in 1983. 


The United States and Japan have invested millions of dollars in 
developing the material. The european economic community is organizing 
53 laboratories in 12 nations to carry out research. Western experts 
expected that by the early 1990s, neodymium permanent magnets will 
capture 50 percent of the magnet market. Commercial application of the 
material is increasing. The magnets are being used by manufacturers 

of motors, telecommunications and computer equipment, accoustic devices, 
consumer durables and other products. 


The Sanhuan corporation for research and development of new materials, 
under the Chinese academy of sciences, successfully developed a low grade 
magnet of this type. "This greatly reduced the cost of raw materiale 

and our technology was also a breakthrough," said Wang Zhenxi, president of 
the corporation. 


China has 90 percent of the known reserves of the materials used in 
producing these new magnets. China has been an only supplier of the 
raw materials to foreign countries. 


The Sanhuan corporation has developed a variety of neodymium magnet alloys 
and is beginning large-scale commercial production, “entering our 
products in the world's market will have a significant impact on 
establishing a high-tech industry in this field in China," Wang said. 
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FOREIGN TRADE, INVESTMENT 


GOOD USE MADE OF TECHNOLOGY IMPORTED DURING 6TH FYP 
Beijing KEJI RIBAO in Chinese 20 Mar 87 p 1 


[Article: 60 Percent of Technology Items Imported During Later Stages of 6th 
FYP Have Gone Into Production; We Will Implement the Three Transformations to 
Accelerate Assimilation''] 


[Text] According to a relevant department of the State Economic Commission, by 
the end of 1986, more than 60 percent of the 3,000 items of advanced 
technology that the State Economic Commission was responsible for importing 
during the last three years of the 6th FYP had been put into production and 
most of the remaining items will be put into production by the end of 1987. 


These "3,000 items" are an integral oye of China's open door policy. 
These items require little investment, have a short period of construction, 

quick results and turn a decent profit. For example, the more than 
500 items of technology imported by the (former) Ministry of Machine Building 
Industry involved more than 6,000 types of products, and this will allow 10 
percent of the relevant departments’ products to achieve a technological level 
of the late 1970s or 1980s. More than 30 percent of the products the 
electronics industry have attained a technological level of the late 1970s or 
1980s. By importing technology, 20 percent of Beijing Municipality's 
enterprises transformed. We have learned from technology that has been put 
into production that 2 yuan in output and 0.4 yuan in profit are realized 
every r for every 1 yuan invested. Enterprises that have been transformed 
with this advanced technical equipment will ome a main force in the 
nation's economic development. 


Because technology imports are in the exploratory stage, there are also a few 
problems that exist in actual experience. The main problem is that we have 
focused on macro-control too late: there is duplicate imports of some items; 
and sometimes we are too bullish about foreign things. In addition, people do 
not have a sufficient understanding of the difficulties involved in absorbing 
and assimilating, and policies and measures have no basis. Faced with these 
problems, we are strengthening the macro-guidance of industry's authorized 
departments, we are working out coordination between industry plans and 
development projects, and are setting up consulting and information services 
for technology s. We are also gradually establishing legislative work, 
strengthening the regulatory role of economic levers, and providing the 
necessary administrative interference. 


Under the guiding ideology of technology imports, we must gradually realize 
the "three changes;"" i.e., a change from primarily importing production lines 
and key equipment to primarily importing software technology and the necessary 
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key equipment, as well as strict controls on the import of electric equipment 
that we are capable of producing domestically; a change from imports by 
enterprises alone to cooperative imports by scientific research and production 
units, so as to raise the starting point of technical imports; and a change 
from an emphasis on production to an emphasis on digestion and absorption, so 
as to accelerate the pace at which products become Chinese. 
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FOREIGN TRADE, INVESTMENT 


NATION EXPORTS FARM MACHINES TO 90 COUNTRIES 
0W191303 Beijing XINHUA in English 1153 GMT 19 Mar 87 


[Text] Beijing, 19 Mar (XINHUA)--China is now exporting domestically- 
produced agricultural machinery to 90 countries, XINHUA learned here today. 


“Because of the wide variety of high-quality products, China's farm 
machinery has attracted the interest of foreign business people, and last 
year, exports to established markets in Asia, Africa and Latin America 
increased 50 percent and new markets opened in Europe and North America," 
Tong Jiaxun, deputy general-manager of China national agricultural machinery 
import-export corporation told XINHUA in an interview. 


A hi-tech Chinese-made rice and wheat harvester was selected by the United 
Nations economic and social commission for Asian and Pacific regions to 
be put into wide use. 


With a history of over 30 years, China's farm machinery industry has 
made progress in recent years by enforcing international quality 
control standards and by using imported technology. The industry now 
produces over 200 types of agricultural equipment meeting over 

2000 different specifications. 


One of the unique features of Chinese-made farm machinery is applicability 
to small-scale farming, so it has become very popular in developing countries. 


At last year's U.N. farm machinery conference, ministers of 9 developing 
countries requested Chinese-made farm machinery or to buy the rights 
to assemble the machinery in their own countries. 


Last year officials of another 10 developing countries visited a Chinese 
export exhibition and negotiated contracts for the purchase of farm 
machinery on the spot, while European and American countries were 

most interested in Chinese firms who will build equipment to the buyer's 


specs. 


A British company bought a large quantity of China's model 115 and 170 diesel 
engines after the engines were improved according to the company's guidelines. 
The engines have also been displayed at an international fair held in Paris, 
and companies from the Federal Republic of Germany, Italy and Canada ordered 


the same equipment. 


In recent years, China has exported irrigation and drainage equipment, 
harvesters and livestock breeding facilities through barter trade, cooperative 


assembling, technology exchange and according to other flexible terms. 
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FOREIGN TRADE, INVESTMENT 


'TEXT' OF FOREIGN EXCHANGE PROVISIONAL RULES 
0W040849 Beijing XINHUA in English 0823 GMT 4 Mar 87 


{"Provisional Rules Governing the Issue of Foreign Exchange Guarantees 
by Resident Institutions in China" -- XINHUA headline] 


[Text] Beijing, 4 Mar (XINHUA)--Following is the full text of provisional 
rules governing the issue of foreign exchange guarantees by resident 
institutions in China promulgated recently by the People's Bank of China, 
the central bank: 


Article 1. These provisional rules are hereby formulated in order to promote 
foreign economic and technical cooperation, ensure the smooth expansion 

of financial activities and strengthen the regulation of foreign exchange 
guarantee business. 


Article 2. Foreign exchange guarentee herein mentioned refers to the 
undertaking by which the guarantor possessing foreign exchange commits 
himself to the creditor that, when the debtor fails to honor his contractual 
debt service, the guarantor shall fulfill his obligation to repay. 


Article 3. The regulators of foreign exchange guarantee business are the 
state administration of exchange control and its branch offices (hereinafter 
referred to as exchange control authorities). 


Article 4. The issuance of foreign exchange guarantee is restricted to 
the following institutions: 


1) Financial institutions with legal authority to deal in foreign 
exchange guarantee business; 


2) Non-financial legal enterprises with sources of foreign exchange income. 
The cumulative sum total of foreign exchange guarantee issued by and 

total foreign liabilities of a financial institution shall not exceed 

20 times of ite foreign exchange equity funds. 


The total amount of foreign exchange guarantee idsued by a non-financial 
institution shall not exceed ite foreign exchange equity funds. 
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Article 5. The Scope of Foreign Exchange Guarantee: 


1) Foreign exchange guarantee may be provided for a resident enterprise 
registered according to Chinese law, but the guarantee must not be provided 
to cover the registered capital of the enterprise. 


2) Foreign exchange guarantee shall not be provided for Chinese enterprises 
residing abroad, unless otherwise approved by the exchange control 
authorities. 


3) Foreign exchange guarantee shall not be provided for foreign 
organizations or foreign-owned enterprises, unless they put up foreign 
exchange assets of equal value as collateral. 


Article 6. The Guarantor shall perform the following work before issuing 
a foreign exchange guarantee: 


1) A feasibility study of the project under guarantee; 


2\ A thorough investigation and knowledge of the credit standing of the 
debtor; 


3) Adoption of necessary measures for counterguarantee. 


Article 7. Where a foreign exchange guarantee is to be provided, 

the guarantor shall sign a contract each with the debtor and creditor, which 
must clearly define the respective rights and obligations of the guarantor, 
creditor and debtor. 


Article 8. The creditor has the right to demand from the guarantor, when 
deemed necessary, a financial report and statement of foreign exchange 
revenue and expenditure. 


Article 9. The contract between the creditor and debtor guaranteed by the 
guarantor can be amended only with the consent of the guarantor. Without 
his consent, the guarantor shall be automatically relieved from all his 
obligations under the guarantee. 


Article 10. After a guarantee is provided, the guarantor shall perform 

his obligations thereunder in case the debtor fails to fulfill his 
contractual obligations within the maturity of the contract. The guarantor 
after having performed its obligations under the guarantee has the 

right to claim reimbursement from the debtor. 


Article 11. After a guarantee is provided, the guarantor shall be 
automatically relieved of his obligations if the creditor fails to fulfill 
hie contractual obligations. The guarantor has the right to claim 
relevant compensation therefore from the creditor. 
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Article 12. After a guarantee is issued, the guarantor has the right to 

supervise the position of funds and financial conditions of the debtor. 

The specific method of supervision is to be clearly defined after mutual 
consultation between the guarantor and debtor. 


Article 13, As required by the exposure to actual risks, the guarantor 
has the right to demand the debtor put up appropriate collateral and 
collect from him a guarantee fee. 


Article KM. Aresident institution must, within 10 days after issuing 
@ guarantee, present. the guaranteed contract and other related documents 
to the local exchange control authorities. 


Article 15, Exchange control authorities shall, according to the seriousness 
of the offence, take disciplinary action against institutions and 
units violating these rules in the form of warning, fine and/or 
revocation of licenses from dealing in foreign exchange guarantee business. 


Article 16. The power of interpretation of these rules is vested in the 
state administration of exchange control. 


Article 17. These rules shall come into force on the date of promulgation. 
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DOMESTIC TRADE 


LATERAL ECONOMIC COOPERATION ENRICHES AREAS 
0W201048 Beijing XINHUA in English 0835 GMT 20 Mar 87 


[Text] Kunming, 20 Mar (XINHUA)--Poverty striken border areas in Quizhou 
and Yunnan provinces and the Guangxi Zhuang autonomous region are now seeing 
economic improvement through lateral economic cooperation and exchange. 


The Qianxinan autonomous prefecture of the Bouyei and Miao ethnic minority 
groups in Guizhou, the bose prefecture in Guangxi, and Qujing prefecture 
and Wenshan autonomous prefecture of the Zhuang and Miao ethnic minority 
groups in Yunnan share a similar natural environment because of their 
dependence on the Nanpanjiang River which traverses the area. 


Since last June, these prefectures have signed 71 contracts for cooperative 
projects to promote regional economic cooperation, with 35 already 
underway. According to a recent survey, the projects include the 

exchange of agro-techniques and high-quality hybrid seedlings. 


The bose prefecture exchanged Chinese hawthorn trees for tobacco with 
the Qujing prefecture, and also dispatched technicians to help plant 
more than 70,000 hawthorn trees in 19 villages inhabited by Qujing 
peasants. Qujing tobacco farmers travelled to bose to pass on their 
skills to the local farmers. 


A bose sugar refinery helped improve production at a sugar refining 
factory in the Qianxinan prefecture which had been operating in the 
red for the past 20 years. 


These cooperative economic contacts are also promoting local trade. 
Light and textile goods, agricultural products, chemical fertilizers, 
building materials and other local products are now being distributed 
throughout the four prefectures. 
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DOMESTIC TRADE 


NORTHERN INTER-REGIONAL COOPERATION GROWS 
0W061708 Beijing XINHUA in English 1529 GMT 6 Feb 87 


[Text] Beijing, 6 Feb (XINHUA)--The long-standing barriers between regions 
and departments, which hampered economic development in the past, are 
being shattered in north China as more inter-regional cooperative 

projects and organizations have emerged. 


According to a report by the English language paper, CHINA DAILY, there 
were more than 20,000 such cooperative projects, some involving more than 
10 million yuan each, and 11 economic or technical cooperation organizations 
in north China which embraces Beijing, Tianjin, Hebei, Shanxi and the 

inner Mongolia autonomous region. 


In 1986, Beij ing invested 130 million yuan in a dozen provinces to set up 
jointly managed centers to produce iron, cement and aluminium. — 


The port city of Tianjin put in 150 million yuan last year in neighboring 
areas to open 42 raw material production centers, which will provide 

the city's metallurgical, chemical, building and food industries with 

16 kinds of badly needed raw materials, the paper said. 


Inter-regional co-operation also resulted in the birth of 1,984 new 
industrial enterprises, especially those manufacturing price-winning 
high quality goods, in Tianjin, Hebei and inner Mongolia. 


Inter-regional cooperation is especially active in the area of merchandise 
flow. Sales of industrial and consumer goods through an agent aystem 
reached 6 billion yuan in north China last year, the paper noted. 


The paper quoted officials from Beijing and Tianjin as saying that such 
cooperation has facilitated their cities to remove their energy-consuming 
enterprises to other areas where there is ample supply of fuel and 

bring in service indsutries from elsewhere. 


Beijing, for instance, brought in 330 such enterprises, mostly small 
and medium-sized restaurants offering local delicacies. 


To facilitate such inter-regional cooperation, both central and local 
governments have drafted new policies involving investment protection, 
avoidance of double taxation, arbitration, investment quotas and production 
targets, the paper said. 
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FINANCE, BANKING 


FUTURE OBJECTIVES IN FINANCIAL STRUCTURAL REFORMS 


Hong Kong CHING-CHI TAO-PAO [ECONOMIC REPORTER] in Chinese No 3, 12 Jan 86 
pp 38-39 


[Article in "China Report Column" by Lao Zhang [0525 4545]: "The Focus of 
China's Financial Structural Reforms in the Next 2 Years") 


[Text] In several recent articles published in the Beijing newspapers, and in 
interviews with reporters, Chen Muhua [7115 1970 5478], President of the 
People's Bank of China, the central bank, and Liu Hungru [0491 7703 0320], the 
bank's vice president, have discussed the acceleration of China's financial 
structural reforms. These officials in charge of the leading financial 
institution, and many economists, have analyzed China's financial situation 
and made proposals on the next steps of the financial reforms. Their many 
innovative ideas have touched off great interest among people in financial 
circles in China and abroad. 


Some Optimistic Analyses 


The intention of China's financial structural reforms is to adapt to the 
development of the commodity economy, and change the old credit fund and 
foreign exchange management systems under which the whole nation ate out of the 
same “big pot"; it intends to explore and establish capital markets to accom- 
modate China's market system which is gradually being perfected. These 
reforms began in 1979, brought China's heartening financial situation today, 
and created the favorable and confident environment for further reforms. 

Chen Muhua said: "By the end of 1985, the amount of credit funds raised was 
over 560 billion yuan, which was 3.4-fold the 1978 amount; credit fund utiliza- 
tion totaled more than 660 billion yuan, which was 3.5-fold more than in 1978. 
The whole financial sector is teeming with activities." The figures show that 
the financial structural reforms have a significant effect on China's economic 
reforms as well as her construction plans. The government is already looking 
into the next steps of the reforms. 


The Step-by-Step Establishment of the Financial Markets 


China is opening financial markets rapidly. Among the reforms implemented in 
1986, the most significant was the opening of the many short-term capital 
markets in the major cities: interbank short-term circulation of funds in the 








cities has been very active, and some cities have set up clearing houses. The 
acute shortage of enterprise circulating funds accelerated the establishment 
of the financial markets. In Shanghai, 15 units of the Industrial and 
Commercial Bank formed a short-term capital market, and the cumulative trans- 
action figure topped 450 million yuan in less than 20 days after business 
began; they have also borrowed 100 million yuan, on a short-term basis, from 
the Industrial and Commercial Bank in Guangzhou. 


According to the prelminary figures compiled by the Shanghai Municipal People's 
Bank, by the end of September 1986, more than 1,480 enterprises were floating 
stocks, dehenture stocks, and bonds worth a total of 225 million yuan. Follow- 
ing the development whereby banks have become publicly owned by the stockhold- 
ers, Shanghai isin the process of establishing a long-term securities exchange 
market and a foreign exchange regulation market. 


According to sources in financial circles, China is still faced with many 
problems in her financial structural reforms. First, reforms are not being 
implemented with sufficient vigor; the financial macrocontrol measures are in- 
compatible with developments in the commodity economy, and the macrocontrol 
mechanisms are ineffective. People in leading financial institutions feel 

that easing of controls leads to the loss of control, but tightening controls 
leads to “cutting with a single stroke of the knife." Second, the institutions 
are not structurally adapted; the vertical allocation of funds is incompatible 
with the horizontal integrations in the economy. China still maintains the old 
financial structure characterized by the banks' eating out of the same big 

pot; they have not yet become bona fide independent economic entities. Third, 
the utilization of funds is inefficient: the banks basically have not changed 
their method of funding the enterprises, andtheir economic control measures 
lack restraint. Finally, the issues of converting the financial institutions 
to more enterpriselike operations, and the integration of power and duty within 
the banks are still unresolved, and thus the financial enterprises still lack 
inherent impetus and energy: their operation is inefficient, and the quality 
of their service is poor. 


People in financial circles feel that if China hopes to accomplish anything 
with her financial reforms, she must tackle the above problems and work on 
those problems in a planned and systematic fashion. 


Chen Muhua's General Plan For the Reforms 


There has been rapid developments in China's commodity economy in recent years, 
and they have significant effects on the reform of the highly centralized 
economic system and on the expansion of the scope of guiding plans and the 
scope of the market's regulatory mechanisms. In order to perfect China's 
financial macrocontrol system, and enhance the macroeconomic controls and 
regulations, Chen Muhua, head of the central bank, suggests that although China 
has established a tentative socialist financial system which is headed by the 
central bank and dominated by the state banks while a variety of coexisting 
financial institutions share different functions, it is imperative that finan- 
cial structural reforms be speeded up. Chen maintains that financial structural 
reforms under the "Seventh 5-year Plan" must play a substantial part in the 
restructuring of the economic system in China. 
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The most important reform measure is to strengthen the functions of the central 
bank, and establish a sound and versatile macrocontrol and regulatory systen. 
To strengthen the bank's macroeconomic controls, the first step is to control 
the quantity of money being issued, and adopt ways to ensure a rational growth 
rate of the money supply. The next step is to strengthen the central bank's 
regulatory measures which include foreign exchange control and foreign debt 
control, and establish a foreign exchange reserve fund and a central bank 
foreign currency credit fund, and so on. 


The second reform measure is to make the specialized banks and other financial 
institutions operate more like enterprises, and at the same time, restructure 
the financial organizations and institutions; this means: one, enforce the 
separation of government and enterprises, streamline the administrations and 
devolve power, and expand the functions of the specialized banks at the city 
level; two, gradually restructure the management system of rural credit 
cooperatives; three, actively develop urban credit cooperatives, and adopt the 
joint stock format to establish urban cooperative banks of different sizes 
under the stock ownership system; four, gradually set up a variety of financial 
institutions; five, establish clearinghouses to speed up credit circulations. 


The third goal is to open and establish capital markets systematically. For 
the time being concentrate on establishing short-term capital markets, such 
as short-term loan markets and notes markets; at the same time enhance the 
supervision of stocks and bonds. 


Finally, establish a modern financial institution administrative system, and 
reinforce the construction of financial rules and regulations. At present, 
China's financial rules and regulations have not kept pace with financial 
operations developments and thus financial matters are not legally supervised. 


Peop)e in China's financial circles feel that what the above general reform 
plar: hopes to accomplish is to make the financial structure and financial 
policies compatible with the developments of the restructuring of the economic 
system and with the socialist commodity economy, so that the financial sector 
can effectively demonstrate its economic lever capabilities. 


Specific Financial Structural Reform Measures 


Judging by the trend of reforms, China's fund circulation in the economy will 
be in three separate channels after the capital markets are developed: alloca- 
tion from the financial ministry; funding through banks; funds gathered in 

the markets. The goal, as Chen Muhua explained, is to eliminate the monop- 
Olistic control over funds, and overcome past difficulties of "having to 

wait for funds, being dependent on the government for funds, and having to ask 
for funds." 


Based on the central government's overall need for financial structural reforms 
under the Seventh 5-Year Plan, what are the leading financial department's 
plans for financial reforms in 1987 and 1988, and what is the focus of the 
reforms? 
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According to newspaper reports, financial structural reforms will continue to 
be implemented in a planned and systematic manner over the next 2 years. The 
focus will be on the inauguration of capital markets, on the efforts to convert 
the banks to more enterpriselike operations, on improving financial macrocon- 
trol, and other tasks. 


-- Perfecting the Financial Macrocontrol System: The Chinese central bank's 
macrocontrol system encompassed monetary policy objectives, financial inter- 
mediary objectives, and the use of regulatory measures. In the future the 
central bank will not be responsible for funding the specialized banks; they 
will have to attract their own funds and extend their own circulating fund 
loans. The central bank will crutinize economic developments, and changes in 
the price level and money market conditions, and make adjustments on a monthly 
and quarterly basis. Because the capital markets are relatively new, adminis- 
trative measures will continue to play a major role in macrocontrol for the 
time being. 


-- Interest Rate Policy Will Stress Putting the Interest Rate System i: Order: 
At present the interest rate is too low, and therefore it is an ineffective 
lever; it is not functioning to regulate the capital structure or tne product 
mix. Conditions are not ripe for decontrolling interest rates at this time, 
so the choice is to adopt different interest rate policies in different situa- 
tions; for example, interest rates will be allowed to float more freely in the 
SEZ's and in regions with well developed commodity economy, as well as among 
financial institutions. 


-- Restructuring the Financial Institutions and Organizations, and Converting 
the Specialized Banks to More Enterpriselike Operations: The focus of the reforms 
is to change the monopolistic status of the banks, and expand the functions of 
the specialized bank's operations and organizations at the city level, and 
increase competition among the many financial institutions to make their 
operations more enterpriselike. 


-~- Reform in Foreign Exchange Management and Enhancement of Foreign Exchange 
and Foreign Debt Management: This reform moves toward utilizing market 
mechanisms to make foreign exchange rates more flexible, and enliven the flow 
of foreign currencies to give impetus to foreign trade and business cooperation 
under the guidance of the state plan. 


-~ Establishing Financial Markets with Chinese Characteristic: Currently, the 
government will promote the formation of interbank short-term loan markets, 
note markets, and short-term bond markets; in addition, note discounting mar- 
kets will be established. In the future, China will vigorously promote the use 
of commercial paper and bank notes so that most business transactions and bank 
credits are converted to paper and note forms. The specialized banks will 
launch comprehensive discounting operations, and the central bank will offer 
rediscounting so that note discounting, rediscounting, and collateral loans 
will become the principal forms of loan transactions. At the same time 
attempts will be made to experiment with, and open up, secondary markets. 
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-- Deveioping a Variety of Financial Institutions, Especially Urban Collective 
Financial Organizations and Nonbank Institutions, as well as Interbusiness 
Funding Centers: The government will encourage these undertakings so that 
there will be different kinds of financial institutions to handle different 
levels of transaction in order to meet the needs of the horizontal economic 
integrations across the nation. 
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FINANCE, BANKING 


SHANGHAI TO BE NATIONAL FINANCIAL CENTER 
Shanghai SHIJIE JINGJI DAOBAO in Chinese 5 Jan 87 p 7 


(Article by Wang Huaging [3759 5478 1987] of the Finance Institute of the 
Shanghai People's Bank: "Shanghai Should Forge Ahead as National Financial 
Center and International Financial Market") 


{Text] In 1986 the Shanghai financial market began to hit its stride, forming 
a currency market, a securities market, and a foreign exchange regulating 
market, which is gradually perfecting the financial market. At the same time, 
there are more market members, and there is an increased sense of competition. 


In the 1920's Shanghai was the greatest financial center of the Far East, but 
a few years later nothing remained of those great years. Now, in 1986, 
Shanghai has once again set off a financial revolution. 


Financial Market Gradually Being Perfected 


In 1986, Shanghai formed three markets that are gradually completing the 
financial market: 


1. The currency market. In this country, this is commonly called the "short- 
term money market" and includes an interbank borrowing and lending market, 
discounting and rediscounting markets, a circulation market for short-term 
notes. 


Trade lending market: Last year Shanghai formed both visible and invisible 
markets; their lending range extends over the various specialized banks and 
virtually all nonbank financial institutions in the city. In fact, this has 
become a lending center for the Shanghai economic zone and the Beijing and 
Tianjin regions. As of late November, trade lending amounted to more than 3 
billion yuan, doing away with the "fixed, permanent" credit plan management 
system and achieving horizontal circulation of capital. 


Discounting market: In 1986 Shanghai formed a genuine discounting market. The 
various specialized banks and the suburban credit cooperatives all dealt in 
discounting, and enterprises were allowed to seek out bank discounting on 
their own. The discounted amount was more than 1 billion yuan, including 130 
million yuan in interbank discounting and more than 6 million yuan in 
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rediscounting. Loans on discount from the Industrial and Commercial Bank 
accounted for 12 percent of its newly added circulating funds. 


Rediscounting market: Beginning last year, the People's Bank started handling 
rediscounting operations, for an amount of more than 400 million yuan. By the 
end of September last year, this bank had reloaned 790 million yuan to the 
Industrial and Commercial Bank, of which 190 million, or 24 percent, was 
rediscounted loans; that is, one-fourth of reloans were realized in notes. 


Short-term note circulation market: Last year the Communications Bank issued 
30 million yuan in transferable high-value certificates of deposit. 


2. Capital market: In this country, this is commonly called a "long-term 
money market." This refers primarily to securities markets. 


Issue market: Last year, the Shanghai Industrial and Commercial Bank issued 
100 million yuan in transferable financial bonds. The Shanghai Construction 
Bank also issued 90 million yuan in transferable enterprise bonds for a 
300,000-ton ethylene project, a first for the country. Moreover, some state- 
run and collective enterprises are now trying out a share system, and a 
primary securities market has now basically taken shape. 


Circulation market: Last year the Industrial and Commercial Trust Corp began 
handling share transfer operations; more than 6,000 shares have been traded. 
The transfer, buying, and selling of financial bonds have also begun; whenever 
trading is open, prices are set according to the market. 


3. Foreign exchange equalization market: the Shanghai foreign exchange 
equalization market has taken three major steps: the first is to allow the 
three types of foreign-investment enterprises in the city to carry out foreign 
exchange equalization, with prices floating within upper limits; the second is 
the elimination of upper limits, with trading done at negotiated prices; the 
third is to open up to the three types of foreign-investment enterprises 
throughout the country. | 


More Market Members, Increased Sense of Competition 


In 1986, Shanghai added several new financial institutions, including a 
nongovernmental financial trust investment company and two city trust 
cooperatives, and a communications bank under the share system will open its 
doors. In addition, industrial banks are now beginning to crop up. The sense 
of competition in financial circles will continue to grow from this. When it 
is said that the Bank of China has gone ashore, the Agricultural Bank has come 
to town, the Industrial and Commercial Bank has gone overseas, the 
Communications Bank has broken through the wall, and the Construction Bank has 
turned around, these are all figurative descriptions of the situation. The 
Bank of China for the first time is handling RMB savings, and the Agricultural 
Bank is offering rather attractive certificates of deposit in the heart of the 
city and is deliberately offering loans to the city; the Industrial and 
Commercial Bank is preparing to handle foreign exchange operations; the 
Communications Bank is already handling a whole series of operations without 
yet having formally opened its doors; and the Construction Bank is now 
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breaking out of the monolithic banking system and is moving toward becoming a 
genuine investment bank. At the same time, nonbank fnancial institutions are 
also displaying their prowess and their great momentum. 


In 1986, Shanghai's financial market showed strong growth, but the task is 
onerous and the road far; Shanghai should orient its financial reform toward 
becoming the nation's financial center and an international financial market. 
The country expects China to regain its old financial glory, and we expect 
Shanghai's financial reform to take even greater strides forward. 
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FINANCE, BANKING 


AGRICULTURAL BANK DEVOLVES POWER TO COUNTY LEVEL BRANCHES 
Beijing RENMIN RIBAO in Chinese 26 Jan 87 p 2 


{Article by Jiang Xia [3068 1115] and Je Jiazhang [0149 0502 2973]: "Acceler- 
ate the Conversion of the Agricultural Bank to an Enterpriselike Operation: 
Comprehensive Devolution of Power to the County (Municipal) Subbranches"] 


[Text] The Agricultural Bank of China has decided that in implementing 
structural reform this year it will emphasize the comprehensive devolution of 
power to the county (municipal) subbranches to turn the branch banks into bona 
fide basic accounting units which maintain independent accounting and operate 
autonomously; these units should be able to react skillfully to changes in 
market conditions and be able to develop and improve themselves. 


Comrades in the agricultural system feel that in the past the rural financial 
system, like other financial systems throughout the country, was highly 
centralized; its emphasis was on the vertical distribution of capital, and its 
operation was less than energetic. In implementing reforms an important aspect 
will be the conversion to more enterpriselike operations. At present, 90 
percent of the Agricultural Bank's cadres, staff and workers work in the county 
branch banks or in organs below the branch bank level; 90 percent of the work- 
load is handled by organs below the county subbranch level. These subbranches 
have become the contact point between the bank and the credit cooperatives, 

and they serve rural commodity production directly. Devolution of power to 
‘the county (municipal) subbranches not only will improve the standard of rural 
financial services, but it will also facilitate the reforms in organs at 
higher levels, thus accelerating the transformation of the Agricultural Bank 
to more enterpriselike operations as a whole. 


The principal types of authority comprehensively devolved to the county (munici- 
pal) branch banks include the following: first, authority to make operational 
decisions. In the future, a substantial portion of the new credit funds will 
be allocated to the county subbranches, and except where restricted by manda- 
tory plans, circulating fund loans will be extended according to the principle 
that "the more money you have, the more you should lend." The county sub- 
branches are authorized to launch credit, trust, leasing, insurance, notes, 
settlement of exchange, and other operations if required to meet the needs of 
economic development; and to the extent permitted by the higher level branches, 
the subbranches may examine and authorize loans, and will assume the correspond- 


ing risks. Secondly, the subbranches will have the er to adjust interest 
rates. Within the rangeof official interest rates, the subbranches may set their 








Within the range of official interest rates, the subbranches may set their 
own rates based on local conditions of supply and demand for capital, as long 
as they are in compliance with the national interest rate policy. Furthermore, 
the subbranches will have authority over financial management and personnel 
management. The bank stipulates a profit-sharing percentage with the branches, 
and similarly the branches will set a profit-retention ratio with the county 
(municipal) subbranches; such percentage shall remain unchanged for a period 
of several years. As the representative of the county (municipal) subbranches, 
the manager will have personnel management power within the scope authorized 
by state policies and regulations. Internal organizations need not report to 
the higher level branches of the bank. 


In order to accommodate this comprehensive devolution of power to the county 
(municipal) subbranches, the bank urges that the higher level branches make 
corresponding changes in their functions. At the same time, the county 
subbranches should restructure their internal leadership system, allocation 
system, and business system to make the best of their inherent regulatory 
mechanisms. The subbranches should vigorously promote a business responsibil- 
ity system which integrates responsibility, authority, and profits. They 
should also streamline the administrations and loosen their control over the 
business offices to rectify past practices of overregulation and rigidity, 
and gradually allow those offices to become relatively independent. The bank 
also urges the pilot cities to take bigger steps toward restructuring the 
credit cooperatives, operating more like enterprises at the grassroots level, 
and developing the rural financial markets. 


Researchers predict that these reform measures taken by the Agricultural Bank 
will expand the circulation of capital, and facilitate the development of 
rural capital markets. 
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JOINT-STOCK SYSTEM, OWNERSHIP REFORM 
Beijing JINGJIXUE ZHOUBAO in Chinese 21 Dec 86 p 8 


{Article by Xu Jing [1776 4544]: "Joint-Stock System and Reform of Large 
Enterprises Under the Whole-People System of Ownership") 


[Text] Reform requires that we seek out a way to reform and perfect state-run 
enterprises. On the one hand, this requires that the system of public 
ownership not be weakened in its esssence; «et the same time, this should make 
it possible to turn state-run enterprises into genuine commodity producers 
that independently and effectively create greater material wealth for society 
as a whole. 


At present, a fairly widespread view of the aforementioned reform is that 
socialized, large-scale production requires that the ownership of enterprises 
be separated from their financial management, so that enterprises become 
relatively independent commodity owmers, existing and developing in a market 
environment. To date, three specific types of theoretical and practical reform 
have been advanced: 1) a plant director responsibility system integrating 
authority, responsibility, and profit; 2) a leasing system in the nature of 
a contract system; 3) a joint-stock system that thoroughly separates 
ownership from financial management. The plant director responsibility system 
and the leasing system are now in the experimental and implementation stage; 
the joint-stock system is now in the deliberation stage. 


It is very significant for determining the goals of reform of state-run 
enterprises that the advantages, disadvantages and conditions of the three 
types be clarified; this will also be beneficial in reinforcing the 
consistency of other sets of reform measures (such as microeconomic 
regeneration, the extent to which authority is turned over, market conditions, 
macrocontrol, and economic regulations). Solving this problem is also very 
important for controlling the direction of transitional stages of reform. 


1. The Joint-Stock System Can Become the Model Goal of Reform of Large State- 
Run Enterprises 


The plant director responsibility system has not fundamentally solved the 
problem of separating enterprise ownership and financial management. It is one 
means of the higher authorities using administrative methods to directly 
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manage enterprises, and it certainly does not encourage enterprises to set 
their own development plans according to market conditions, or to raise their 
own capital or take risks. On the contrary, this type requires that the 
enterprise meet certain criteria for assessment set by the state. Such a 
system was broadly applicable to the various types of state-run enterprise 
before formation of the new economic system, but it is basically unable to 
escape direct, administrative intervention and respond sensitively to market 


signals. 


The leasing system is a phased, limited form of separation of enterprise 
ownership and financial management. This type of system makes use of 
distribution relationships of a contractual nature, stimulating the sense of 
responsibility and the enthusiasm of the contractors. Such a system links the 
contractors’ decision-making with their earnings and with their risks during 
the term of the contract. However, it is unable to evaluate the impact of the 
decisions made during the contract period on the results after the contract 
period. As the contract is phased, it is essential that both contracting 
parties be thoroughly familiar with the enterprise; in addition, the 
contractor must bear all risks of the enterprise, and this characteristic 
makes the leasing system better suited to small and medium-size state-run 
enterprises. Therefore, the leasing system can stil be regarded as an 
acceptable form of reform for small and medium-size state-run enterprises 
during the transitional stage between the old and new systems. 


The joint-stock system quite thoroughly separates enterprise ownership from 
financial management. A high degree of socialization of production is a 
general condition for separating enterprise ownership and financial 
Management, and the joint-stock system is the system that most generally 
separates ownership and maragement. The owners of a joint-stock company--the 
shareholders--entrust the enterprise to managers for management. The 
shareholders only provide guidance for enterprise policies through the general 
meeting of shareholders and the board of directors. The managers may then 
operate independently in the market under the guidance of the relevant 
policies; the earnings of shareholders can be fixed through shares, and the 
Shareholders may adjust wage levels and retain or dismiss the managers 
according to their actual operating conditions. 


The joint-stock system can be used as the model goal for the reform of large, 
state-run enterprises. It is consistent with the ideological path of reform, 
i.@., with the implementation of a planned, commodity economy. As reform 
progresses and the various markets develop and mature, the state's turning 
over of authority to enterprises should go from decision-making authority over 
production, supply, and marketing, and renewal and reorganization, to 
authority over investment policy. At that point, managers should not only set 
policy and bear responsibility for short-term operational goals (just as in 
the plant director responsibility system and the leasing system) but also, and 
more important, must set policy and bear responsibility for long-term 
development goals. 


Since the prices of the shares in circulation theoretically and practically 
reflect the public's estimate of a joint-stock company's anticipated earnings, 
they are an objective evaluation via market mechanisms of the company's actual 
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capacity to create wealth, and a long-term appraisal of the results of the 
managers' decision-making. This is something that cannot be achieved by the 
plant director responsibility system or by the leasing system. This is because 
the former emphasizes immediate assessment, while the latter emphasizes 
assessment during the contract period. Moreover, these assessments are non- 
market and artificial, and hence unavoidably subjective. 


The joint-stock system provides a flexible, ma omic means for the state 
to exercise microeconomic regulation and control; controlling shares, the 
state can use part of the capital to control more of society's capital funds. 
By using the "participatory system" of buying shares, it also provides a 
convenient means for enterprises of different economic natures to form 
vertical and horizontal associations according to their operating needs. This 
relationship of regulation and control is more absent in the plant director 
responsibility and leasing systems. 


Another important feature of the joint-stock system is that shareholders can 
improve their own investment by buying or selling shares, thereby creating the 
primary condition for exploiting the effect of market mechanisms--that of 
investors and producers freely getting into or withdrawing from a given 
industry. Ordinarily (with stock prices not fluctuating very much), the 
transfer of shares, which is to say the movement of capital, does not affect 
the operation and accumulation of an enterprise; but in an ordinary joint- 
stock enterprise, just one shareholder withdra his capital may prove fatal 
for the enterprise. Under extraordinary circumstances (a sharp drop in the 
price of shares), the movement of shares in itself may determine the 
enterprise's fate: bankruptcy; then there is no need for the industrial and 
commercial management departments to intervene politically: to issue a warning 
or declare bankruptcy. 


2. The Problem of Adopting Suitable Policies During the Switch to a Joint- 
Stock System 


Changing over to a joint-stock system is actually a process of microeconomic 
regeneration. However, many of the ourrently constituted "joint-stock" 
companies actually do nothing more than treat the change to a joint-stook 
system as a form of capital formation; their "shares" are really bonds. A 
stock market has not yet been established, and the necessary conditions for 
market mechanisms have not been created. Therefore, these beginnings of the 
joint-stock system have not yet exerted the effect of microeconomic 
regeneration. Ideally, the joint-stock system should have the following 
features: The state should formulate an Enterprise Law pertaining to the issue 
and circulation of shares and including joint-stock companies; the government 
turns over decision-making policy, including investment authority, and 
formulates the corresponding tax policy; it establishes a securities exchange 
that allows enterprises with good reputations to participate in it, and other 
forms of stock markets; it establishes financial groups to hold the 
controlling shares in joint-stock companies, with the remaining shares 
soattered among other enterprises, the managerial personnel and staff and 
workers of the enterprise in question, and outside individuals. The joint- 
stock company should have a complete charter and adequate organizational 
structure; prices of shares change in response to market information, thereby 
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reflecting its evaluation of the enterprise's capital and operations, sending 
@ signal for an adjustment in state plans. This ideal situation also calls for 
the perfection of other price and market mechanisms and the creation of an 
enterprise spirit. 


Obviously, reaching the above situation will require a rather extended effort; 
but if the goals are clear, we will ultimately be able to search out a 
socialist joint-stock system with Chinese characteristics. To this end, it is 
proposed that the joint-stock system be experimented with first in large, 
state-run enterprises in areas where the commodity economy is fairly well 
developed. Limited-liability companies must first be formed, and their stocks 
should be allowed to circulate within certain limits in the money market. As 
market conditions mature, we can move from issuing priority shares (fixed- 
earning shares) towards ordinary shares (shares whose earnings are not fixed), 
from the state turning over some authority and profit to the enterprise 
towards turning over all authority and profit. At the same time, the 
government should focus its studies on rules and regulations and taxation 
pertaining to turning over authority and profits, and on such questions as the 
formation of a stock market and supervisory institutions. 
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COUNTRY TO DISBAND NATIONAL AUTOMOTIVE COMPANY 
0W171620 Beijing XINHUA in English 1447 GMT 17 Mar 87 


[Text] Beijing, March 17 (XINHUA)--China announced here today that the cen- 
tral government has decided to disband its national automotive industrial 
company, which was established five years ago. 


Chen Zutao, general manager of the company, said at a meeting that China will 
establish a national automotive and motorcycle industrial federation and of- 
fice instead. 


"This is part of our government's efforts to push forward the ongoing nation- 
wide reform of the existing economic system and this is an experimental re- 
form in the automotive industry," he added. 


The general manager made these remarks at a three-day meeting held in Beijing 
attended by more than 140 government officials and business leaders from all 
over the country. 


Chen said the reform indicated that China has taken a new step in reforming 
the present automotive industry following handing over its enterprises to 
_ local governments and founding three automotive industrial groups. 


However, he said, the China National Automotive Industrial Corporation had 
made great efforts to accelerate *he development of the automotive industry-- 
the pillar industry for the national economy since its founding in 1982. The 
output grew greatly while quality improved. 


But, he noted, “to bring about a big development in the automotive industry, 
the central government desided that the China National Automotive Industrial 
Corporation should no longer run enterprises directly and gave them greater 


decision-making power. 


Chen said, "To serve the whole automotive and motorcycle industry, which boasts 
more than 2,000 enterprises, is thy sole purpose of the China National Auto- 
motive and Motorcycle Industrial Federation." 


The federation will provide the enterprises with consultancy and suggestions 
while doing coordination among enterprises. 
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It will help the state tighten overall control over the automotive industry 
and try to breek down barriers between regions, departments, and the military 
and civilian sectors in a bid to usher in a big development for China's 
automotive industry, he said. 


Zou Jiahua, minister in charge of the State Machine-building Industry Commis- 
sion, criticised the automotive industry for holding too much power while 
individual enterprises had little power. 


"This is why the industry failed to bring its initiative into full play," he 
noted. 


Zou said China will push forward the ongoing nationwide reform and grant the 
enterprises greater decision-making power so as to speed up the development of 
the domestic automotive industry. 
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HOUSEHOLD ELECTRICAL APPLIANCE MARKET--Beijing, March 20 (XINHUA)—China pro- 
duced 9 million washing machines and 33 million electric fans last year, rank- 
ing number one in the world, according to the Ministry of Light Industry. The 
country also manufactured 2.85 million refrigerators, and its production of 
electric cookers and irons soared to second place in the world. With the 
improvement of life, more and more electric appliances have entered Chinese 
households. Guangdong's "Wanbao" and Beijing's “Snowflower" brand refrigera- 
tors and Yingkou's "Youyi" brand washing machines are enjoying good sales 
throughout the country, reported today's PEOPLE'S DAILY (Overseas Edition). 
From 1980, China's household electric appliance industry has developed rapidly 
thanks to more than 50 imported production lines that cost 400 million U.S. 
dollars. China has 42 refrigerator plants and 30 washing machine factories, 
and it has initially established a research, design, production, measurement 
and management network for the industry. This has promoted the development of 
new products. Since 1980, the varieties of household electrical products 

have increased to more than 100 as from sbout 30 in the 1950's, the paper said. 
{Text} [Beijing XINHUA in English 0203 GMT 20 Mar 87 OW) /6662 


CSO: 4020/145 


76 








HEILONGJIANG'S TOWNSHIP ENTERPRISES 
Harbin HEILONGJIANG RIBAO in Chinese 19 Dec 86 p 1 


[Article by Liu Qianhua [0491 0241 5478]: “Township Enterprises to Develop in 
Coordination With Entire Provincial Economy; Provincial Conference on Township 
Enterprises Proposes Efficient Measures To Achieve New Breakthrough in Growth 
in Next 2 Years") 


(Text] The Heilongjiang Conference on Township Enterprises closed on the 
afternoon of 17 December after 3 days at the Harbin Exposition Hall. The 
conference, summarizing Heilongjiang's experience with township enterprises, 
further clarified the guiding ideology, program, and policy of developing 
township enterprises, fully mobilized the enthusiasm of all parties, increased 
the sense of urgency, advanced the cause of the province's township 
enterprises, and ensured a breakthrough in growth for the next 2 years. 


Sun Weiben [1327 4850 2609), secretary of the provincial party committee; Hou 
Jie (0186 2212), deputy secretary of the provincial perty committee and 
governor of the province; Wang Lianzheng [3769 6647 6927); and other comrades 
addressed the conference. 


The information presented a: the conference shows that in 1986 the development 
of -Heilongjiang's township enterprises once again achieved considerable 
successes. There are now 318,00 of them, a 22.1-percent increase over last 
year; the number of personnel employed in these enterprises reached 1.2 
million, an 8.2-percent increase, with more than 100,000 additional workers 
from the rural surplus labor force finding jobs. By the end of the year, it is 
forecast that they will have achieved 6 J.,iion yuan in output value, an 
increase of more than 30 percent over last year, and accounting for nearly 
half the total agricultural output value. Their total income was 5.3 billion 
yuan, a 32-perocent increase; realizable profits were 470 million yuan, a 25- 
percent increase; taxes turned over to the state amounted to 210 million yuan, 
an inorease of 22.4% percent. Simultaneous growth ip the four categories of 
output value, inoome, profits and taxes was basically achieved. More than 150 
products met provincial and ministerial oriteria for superior quality. There 
were more than 40 ,roducts that were exported, generating 75 million yuan in 
foreign exohange. The conference acknowledged that the province's township 
enterprises still have many shortcomings; in some areas, insufficient 
attention has been paid to reform, and there hax been no gajor improvement in 
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enterprise management; enterprise capacity for self-development is weak, and 
they have inadequate reserve strength. Products are still mostly rough- 
finished, with a very low rate of superior-quality products; they are not very 
compe vitive, and there are very few products that can be exported to generate 
foreign exchange. 


The conference set a goal: next year the total output value of township 
enterprises should reach 8 billion yuan, with total income reaching 7 billion 
yuan, profits reaching 500 million yuan, and taxes paid in reaching 250 
million yuan. An effort should be made in the next 2 years to achieve a 
breakthrough in growth; the speed, scope and level of growth can be 
coordinated with the development of the rural and national economy. 


It was emphasized at the conference that effective measures must be taken to 
meet next year's assignments, with emphasis on the following points: 1. 
Emphasizing key points to promote the work as a whole, and eliminating weak 
spots. Focusing on consolidation and improvement for cities and counties with 
output values exceeding 100 million yuan, townships (towns) exceeding 10 
million yuan, and villages exceeding 1 million “i. Focusing on «ey 
industries and mainstay enterprises, and taking as m 1gets the lowering 
of material consumption, improving product quality, and i:creasing economic 
results. The province is preparing to focus on 100 enterprises elevated to 
trial units, 100 mainstay enterprises with output values over 1 million yuan, 
and 100 exchange-generating export bases. 2. Increasing competitiveness, and 
making unit superiority into group superiority. Newly opened enterprises 
should certainly take aim at the markets, getting into and satisfying them. 
Varied means should be adopted to develop technical personnel and create 
horizontal associations. Counties with fairly good industrial bases should 
also rely on their mainstay enterprises and use their fastest selling products 
to bring together state-run, collective, township and household enterprises to 
form an integrated-production enterprise group producing seriated products. 
3. Opening up channels to achieve circulation, developing a multitiered, 
varied, multichanneled product circulation network to invigorate production 
and management. 
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AGRICULTURE 


NEW COTTON SHORTAGE PREDICTED 
Beijing NONGMIN RIBAO in Chinese 6 Feb 87 p 1 


(Interview by Correspondent Li Shizheng [2698 0013 1767]: "Ministry of Commerce 
Leading Cadre Concerned Replies to Correspondent's Questions on Cotton Output 
and Procurement Situation as Well as on the Readjustment of Policies"] 


[Text] Since the 3rd Plenum of the 11th CPC Central Committee, the country's 
cotton output has expanded swiftly. Bumper crops have been harvested for 6 
years in a row and in 1984 gross output reached 6.26 million tons, an all-time 
high. However, beginning in 1985, cotton output and procurement began a 
decline, and if the decline continues a situation will recur in which the 
supply of cotton does not meet demand. By way of stimulating steady 
development of cotton production, in 1987 the state appropriately readjusted 
its cotton procurement policy. For the present, 1986 cotton procurement will 
continue in effect, and contracting for the procurement of fixed amounts in 
1987 has already begun. The correspondent recently intervieweu the leading 
cadre in the Cotton and Hemp Bureau of the Ministry of Commerce inquiring 
about questions of common concern to the broad masses of cotton-growing 
peasants. 


[Question] Fairly great fluctuations have occurred in cotton production during 
the last 3 years. What is the present situation in cotton production, 
procurement and marketing and what is the outlook? 


[Answer] Fluctuations in cotton production result from many factors. Since the 
3rd Plenum of the 11th CPC Central Committee, the state has taken 4 series 
of actions to encourage cotton production, and cotton output has expanded very 
greatly. In order to maintain a proper balance between cotton output and 
requirements, the state has taken a series of regulatory actions since 1984 
and the cotton-growing area and cotton output have declined in varying 
degrees. Nevertheless, as a result of natural disasters and other factors 
causing a rise in prices of other farm products, the cotton-growing area has 
decreased too much during the past 2 years and output has dropped too swiftly. 
It dropped 33.7 percent between 1984 and 1985, and between 1985 and 1986 
another 16.3-percent decline occurred. At the same time, both consumption and 
exports increased very rapidly. Cotton sales have increased every year since 
1984. Between 1984 and 1985, sales increased 38.8 percent, and between 1985 
and 1986 they increased 10.9 percent. Cotton exports have become alarge- 
volume earner of foreign exchange for the country. Unless there is a 
substantial increase in cotton output during 1987, a new conflict between 
supply and demand will occur. 
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AGRICULTURE 


POSSIBLE SOLUTIONS TO ANHUI FRUIT PRODUCTION PROBLEMS 
Hefei ANHUI RIBAO in Chinese 17 Feb 87 p 2 


{Article by Xu Huandou [1776 3562 2435] and Xie Qilian [6200 3825 8834]: 
"Several Problems That Should Be Given Serious Attention in the Expansion of 
Frui. Output") 


(Text ] The correspondent recently obtained the following from the Ministry of 
Agriculture, Animal Husbandry, and Fishery. During the past 2 years, Anhui 
Province's fruit production has expanded fairly rapidly. The growing area has 
increased year after year and output has risen each year. Many places have 
begun to take shape as fruit production bases; nevertheless, numerous problems 
deserving serious attention remain in the current expansion of fruit 
production. Their solution requires conscientious study and the adoption of 
realistic and feasible measures. 


Problems In Tapping Potential of Existing Orchards 


As of the end of 1985, Anhui Province had 429,000 mu of orchards from which 
outputs varied very greatly as a result of differences in their basic 
circumstances, administration and management, and cultivation skills. Some 
had yields of between 1,000 and 2,000 kg per mu while others had yields of 
only several hundred kg. Poor management of orchards showed up mostly in 
long periods of no deep cultivation, insufficient applications of fertilizer, 
and poor soil fertility; lack of water sources and serious erosion in 
mountainland orchards; improper pruning or even no pruning at all; serious 
disease and insect pest infestations and lax prevention and :ontrol. The 
province's existing 230,000 mu of producing orchards average yields of only 
slightly more than 500 kg per mu. Fruit output could be increased 
considerably through strenuous efforts during the near term in storing water 
and conserving soil in orchards, increasing fertilization, growing green 
manure, improving irrigation, improving the shaping and pruning of trees, 
giving attention to complete prevention and control of diseases and insect 
pests, and promoting advanced techniques for replacing and rejuvenating old 
trees and making young trees bear earlier. Yields averaging 1,000 kg per mu 
could increase output 115 million jin. 
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Problems With Newly Established Orchards 


In 1986, orchard output expanded at a fairly great rate with nearly 400,000 mu 
of fruit trees being newly planted throughout the province, a craze for 
planting fruit trees taking place on 290,000 mu in Suxian Prefecture. 
Nevertheless, there were several problems meriting serious attention. One was 
that fruit varieties should be suited to growing areas. Fruit trees are 
perennial plants with fairly strict requirements in terms of soil and climate. 
Consequently, full use should be made of agricultural zoning achievements in 
establishing new orchards to make use of strengths and avoid shortcomings by 
suiting trees to the land. Second is attention to quality in setting up 
orchards. The goal in establishing commodity fruit bases is to provide large 
quantities of premium-quality fruit within a short period of time. Therefore, 
high standards must be adhered to, intensive cultivation practiced in 
establishing orchards on tracts, and centralized planning of orchards has to 
be done including roads, parking lots, etc. Planting must be done 
conscientiously and fertilizer applied to increase the survival rate. This is 
the only way to obtain fairly high results. Third is the need to improve 
management. During the early stages, some cash crops or green manure, such as 
pulsecrops like broad beans and peas or peanuts, should be companion cropped 
in newly established orchards in order to increase economic benefits. 


Problems With Growing and Supplying Nursery Stock 


With advances in fruit tree production and the appearance of a number of 
commodity fruit bases, the supply of fruit trees in the province has been 
unable to keep up with demand. Under these circumstances, some specialized 
households have wildly transferred, brought in from elsewhere, and sold nursery 
stock in order to make money. They have even misrepresented the inferior as 
being superior and the false as being genvine, cheating quite a few fruit- 
growing peasants and causing economic losses. The development of fruit trees 
is a project of vital and lasting importance; care must be exercised in the 
importation of nursery stock from elsewhere. It certainly should be 
quarantined and appraised by experts and persons well versed in such matters. 
Ideally it should be propagated, nurtured, and planted by oneself so that the 
nursery stock satisfies needs, is sturdy and of premium quality, and so that 
costs are lower and the survival rate high. 


Problems In Pooling Funds 


Fruit trees are perennia) plants. During the early years, newly established 
fruit orchards produce scant benefits. Nowadays when the peasants have little 
economic strength, it is necessary to adhere to a combination of the state, 
collectives, and individuals, the state subsidizing a little, collectives (or 
local treasures\disbursing a little, and the peasants themselves pooling a 
little of the funds needed to develop the growing of fruit. 


Problems in Spreading Techniques 
Generally speaking, the ranks of those skilled in the growing of fruit . : : 


are fairly weak in Anhui Province. In particular, there is a shortage in 
new orchard areas of permanent cadres having skills in the growing of f) 'ic 
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trees; the fruit-growing peasants lack experience and there are numerous new 
workers in state-owned orchards. It is far from possible to meet current needs 
for the development of fruit trees. How is this problem to be solved? One 
way is to establish a fruit tree production and promotion system, with 
organizations and specialists specifically responsible for fruit production 
from the province, municipality (or prefecture), and county levels to 
townships and towns in key fruit-growing areas. They should train people, 
including leaders in counties, districts and townships responsible for fruit- 
tree production, peasant technical cadres, new orchard workers and key fruit- 
growing peasants. Third, newspapers and broadcasts should be used for vigorous 
publicizing of fruit tree growing techniques. Fourth is to make use of the 
role of agricultural educational institutions in assembling people with skills 
who can take over planting. 
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AGRICULTURE 


STATUS OF AGRICULTURAL MECHANIZATION IN ANHUI PROVINCE 
_ Progress in Mechanization Reviewed | 
Beijing ZHONGGUO NONGJIHUA BAO in Chinese 10 Feb 87 p 2 


[Article by Anhui Provincial Farm Machine Bureau: "Trends of Development in 
Anhui's Farm Mechanization in Recent Years and Factors Influencing Them" ] 


(Text i Powered by reform of the rural economic system, a new situation has 
come about in Anhui Province's farm mechanization in recent years of suiting 
general methods to specific circumstances, attention to practical results and 
rapid development. Farm mechanization in the province as a whole may be 
generally characterized in the following several ways: 


Rapid Increase in Ownership of Farm Machines 


As of the end of July 1986, the total power of farm machines throughout the 
province stood at 865.98 kW (11,766,000 hp) up 60 percent from 1978. 


It should be pointed out that following the peak periods of 1982 and 1983, the 
increase in ownership of farm machinery in the province tended to flatten out 
and decline, a decrease taking place in both the amount and speed of growth. 
Of all the kinds of farm machines and implements, the speed of increase was 
greatest for small tractors and farm vehicles used in agriculture, and powered 
cargo boats used in agriculture also showed substantial increase. The speed 
of increase in processing machine horsepower slowed after 1983. Horsepower 
used for irrigation and drainage declined each year beginning in 1981 with the 
result that horsepower used for irrigation and drainage declined as a 
percentage of total horsepower used in agriculture from 56.75 percent in 1978 
to 21.75 percent in 1985. This is not to say that peasants no longer required 
machinery to drain waterlogging and fight drought, but rather that formerly 
there had been duplication and surplus in equipment used for irrigation and 
drainage. In addition, water conservancy facilities had not been repaired for 
many years and had been damaged by people in varying degrees so that some 
irrigation and drainage machinery could not be used as intended. In quite a 
few places, power for irrigation and drainage had been moved to run processing 
machinery. Accompanying the rapid increase in small tractors was a fairly 
rapid expansion of farm-implement attachments, but the latter did not increase 
with the speed of the former. As a result, the proportion of small tractors to 
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farm-implement attachments fell from 1:1.8 in 1978 to 1:0.89 in 1985. At the 
same time, the increase in small trailers exceeded the increase in small 
tractors, causing the proportion of small tractors to trailers to rise from 
130.51 to 130.63. 


Increasing Trend Toward Smallness in Farm Machines 


In recent years, virtually all of the new farm machines in the province have 
been small ones. Take tractors, for example. As of the end of 1985, there 
were 194 more large and medium-size tractors in the province than in 1978. 
However, as a result of the great contraction in the scale of field operations 
following the advent of responsibility systems, conditions no longer existed 
for the use of large and medium-size tractors in field work. Consequently, the 
use of large and medium-size caterpillar tractors in the province came to a 
virtual halt except by a few state-owned farms, which continued to use them, 
and some have been sold outside the province. Large and medium-size wheeled 
tractors came to be used mostly for road transportation, and the number of 
large and medium-size farm implement attachments has declined each year, the 
quantity falling from slightly more than 21,000 pieces of equipment in 1978 to 
slightly more than 14,000 in 1985. The number of large and medium-size 
trailers began to rise in 1980 to meet hauling needs. However, because of the 
limitations of sources of goods, hauling distances, and convenience in loading 
and unloading, it is less economical to use medium-size wheeled tractors for 
hauling than to use small four-wheeled tractors and farm vehicles. As a 
result, the number of large and medium-size trailers began a decline in 1984. 
Currently 12 hp hand tractors are the main kind of small tractor used in the 
province, but with the rise of 12 hp four-wheeled tractors, a great decline 
has taken place in the growth of hand tractors. These 12 hp hand tractors 
continue to increase in the Jianghuai hills, in areas along the Huai He and in 
diked areas along the Chang Jiang, inasmuch as they are suited to both hauling 
and cultivation in these areas. In order to meet needs in farming small field 
plots, during the past 2 years, 3 to 5 hp hand tractors have increased in the 
Jianghuai hills, in diked areas along the Chang Jiang and in mountain areas. 
Accompanying increase in the use of small tractors has been a corresponding 
increase in farm implements towed by small tractors. Statistics from the end 
of 1985, there are currently 208,000 pieces of small towed farm implements in 
the province, more than double the number in 1978. Small farm tractors number 
146,300, more than three times the 1978 figure. During the period 1978 
through 1985, the work rate of small tractors versus large and small tractors 
in the province increased from 1.3:1 to 3.531. 


Farm Machines Have Come To Be Used Mostly in Farming by Households in the 
Province 


In a pattern of diverse use of farm machines in Anhui Province, the greatest 
percentage of machines are used in farming by households. Statistics from the 
end of 1985 show the total value (original value) of the province's farm 
machines to be 1,612,000,000 yuan or 72.6 percent of the total value (original 
value) of 2,221,000,000 yuan of all farm machines in the province. Large and 
medium-size tractors currently in use by independent households and by 
households working together number 11,091 or 68.91 percent of the total number 
of large and small tractors in the whole province, and 260,535 small tractors, 
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or 98.11 percent of the total number, are used by them. They also use 11,033 
farm vehicles, or 70.64 percent of the total number in the province. It is 
worth noting that the trend toward decentralization of the use of farm 
machines is still on the rise in the province. Not only has there been a 
steady decline since 1983 in the number of collectively owned large, medium, 
and small tractors and farm vehicles, but a decrease has also begun to occur 
in machine ownership by households working together. In 1984, the number of 
small tractors owned by groups of households working together fell by 15,000, 
a reduction of approximately 147,200 kW (200,000 hp). Another 2,300 decrease 
occurred in 1985, a reduction of 33,856 kW (46,000 hp). In 1985, ownership of 
large and medium-size tractors and of farm vehicles by groups of households 
working together also began to decline, the number of such tractors declining 
by 518 (17,664 kW (24,000 hp) and the number of farm vehicles declining by 
379. 


Rise in Extent of Multiple Use of Farm Machines for Marked Economic Benefits 


Most of the tractors owned by the farflung peasant households of the province 
fit into a plan of "use in farming during the busy season in farming and 
multiple uses during the slack season in farming." Surveys show only 
approximately 15 percent of tractors as being used exclusively for hauling. 


In places having good transportation and ample sources of goods, the main way 
in which tractors are used in multiple ways is for hauling. Statistics for the 
first half of 1986 show that tractors throughout the province hauled 739 
million ton/km of goods during the first half of the year. Use of 

tractors as portable sources of power for the processing of agricultural and 
sideline products is yet another way in which tractors are used in multiple 
ways. Some of them power brick and tile machines and some power puffing 
machines to produce puffed foods. In addition, tractors equipped with water 
pumps going from place to place to pump water and irrigate the land are a 
common sight. During the widespread drought in the province during the first 
half of 1986, it was extremely common for tractors to be used in irrigation to 
fight drought in the Huaibei region. 


Following the institution of self-determination in farming, how to increase 
economic benefits from the use of farm machines became one of the issues about 
which operators were most concerned, and economic benefits also became 
important goals to be attained by the multiple use of machines in every 
possible way. Statistical data from 108 randomly scattered farm machine 
statistical contact points in Mengcheng, Fanchang and Lujiang counties during 
1985 show rather remarkable economic benefits from farm machine operations. 
The 108 farm machine statistical contact points had 1,834.8 kW (2,493 hp) 
of power; the total value of machines (original value) was 714,900 

yuan; gross income for 1985 reached 652,900 yuan; net income [gross income 
minus expenses but not minus taxes and interest payments] was 383,700 yuan, 
82,800 yuan was paid in taxes; and net income [gross income minus expenses, 
taxes and interests payments] for farm machine operators amounted to 300,900 
yuan or a net income of 121 yuan per horsepower. Using these figures as a 
standard for extrapolation, the gross value of investment in farm machines can 
be completely recovered in an average of 2 years 4 1/2 months. 
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It is not difficult to see from the new situation in the province's farn 
mechanization that both the large increase in the numbers of farm machines and 
the increases and decreases in different kinds of machines, as well as the use 
of farm machines principally by peasant households "mostly for farming but 
also for multiple uses" is the result of choices made at the initiative of and 
readjustments made voluntarily by the peasants themselves. Though a certain 
amount of ill-advised action has been unavoidable, overall the situation 
reflects fairly realistically the objective requirements of rural 
mechanization and the desires of the peasants under the particular 
circumstances prevailing in Anhui Province. This situation enables us to 
explore the profound inherent effects on society, the economy and policies. 


--The first stage of reform of the rural economic system created a fine policy 
environment for peasants to use farm machines as they saw fit. First, the 
peasants had full self-determination about mechanization. Second, farm 
machines became real products appearing in rural markets. Thus, the peasants 
were able to proceed from realities to engage freely in the mechanization of 
various activities that stood to produce a profit. They could purchase the 
machine products they desired, and they did not have to stand for any 
interference with the use of their own machines as they saw fit. It was in 
just such a policy environment that much administrative interference and 
artificial factors were eliminated, which enhanced to an extremely great 
degree the enthusiasm of peasants to go in for mechanization of their own free 
will. It was also the practice of the broad masses of peasants in going in for 
mechanization of their own free will that opened a new situation of 
unprecedented dynamism in the development of the province's mechanization. 


--Reform of the rural economic system spurred a burgeoning of the rural 
economy and increased the peasants' cash income, thereby providing the 
economic foundation necessary for the development of agricultural 
mechanization. The the province's GVAC reached 18,232,000,000 yuan in 1985, or 
more than three times that of 1978. Peasant net income after taxes came to 
369.41 yuan per capita, or more than four times the 1978 figure. Economic 
development set the stage for peasant solution to a source of funds for the 
purchase of farm machines. Nevertheless, the broad masses of peasants in the 
province have only just escaped from poverty and are not prosperous by any 
means. When buying farm machines, the broad masses of peasants have to rely 
on loans from relatives and friends and make bank loans in addition to using 
their own savings. Statistics from the end of 1985 show bank loans for the 
purchase of farm machinery that year at 39,656,600 yuan, or 15.9 percent of 
the total annual investment in farm machines. 


Development of a Rural Commodity Economy and the Rise of Township Enterprises 
Broke the Economic Pattern of Sealed Off Small-Scale Agricultural Production 


As rural economic reforms became more pervasive, people wanted mechanization 
in order to raise labor productivity rates so as to be able to invest the 
labor saved in other industries for rural development of a commodity economy. 
As a result of the rise of the Baishizi Processing Plant in Chenbei Township 
in Fengyang County, an industry with a daily output value of 5,000 yuan came 
into being. This made it necessary to develop harvesting combines in order to 
solve the problems caused by the need to shut down production at the Baishizi 
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Processing plant so that the work force could return to farming during the 
summer harvest. Sun'gou Village in Shuangjian Town, Shuangjian District in 
Mengcheng County went from a craze for brick kilns to a craze for farm 
machines, which made it famous as the only village in the county without oxen. 
Not only did farm machines serve as the main tools for hauling soil for the 
kiln industry, but the degree of mechanization of field operations also rose. 
Outstanding economic benefits derived from the kiln industry's promotion of 
farm machinery and farm machinery's promotion of the kiln industry in a benign 
cycle. We can see from the example of Sun'gou Village in Mengcheng County 
that in rural villages, the problem of large numbers of tractors engaging in 
hauling shows that after development of a rural commodity economy there is an 
objective need to accelerate the flow of goods. It also shows that when 
tractors engage in hauling, this simultaneously serves the needs of both 
industrial and agricultural production, bring about multiple uses of a single 
machine and all-round use of machines. 


Farm Machines Have Become an Important Means Whereby the Broad Masses of 
Peasants Build Family Fortunes 


Peasants have scored remarkable economic results and have obtained real 
economic benefits from the operation of farm machines. It has been the high 
efficiency and the high benefits derived from farm machines themselves that 
have held such a tremendous attraction for the peasants. Specifically, farm 
machines as advanced production tools enjoy the advantage of being able to 
increase production capabilities manyfold, to expand the scale of farming 
operations, and to increase labor productivity rates. Formerly, when farm 
machines were collectively owned, a tractor driver had a cushy job that made 
people envious. With the advent of responsibility systems, some old tractor 
drivers took the lead in contracting the operating of collective machines or 
they bought collectively owned machines at a discount, thereby increasing 
earnings, developing production, improving their livelihood, and gradually 
becoming rich. The economic changes among these people attracted and fired the 
enthusiasm of the public around them to go in for mechanization and, in some 
cases, a situation developed in which a single person looked after a whole 
tract and several looked after a village. Under these circumstances, the 
amount of economic benefits became the criterion peasants used in choosing 
machine models and was the paramount element in determining the form of farm 
machine operations and the direction of operations. The 1985 data from 108 
farm machine statistical contact points showed the net income per horsepower 
from different machine models to be as follows: Small four-wheel tractors, 247 
yuan; 12 hp hand tractors, 181 yuan; 3 to 7 hp small hand 

tractors, 83 yuan; large and medium-size tractors, 61 yuan; and farm vehicles, 
80 yuan. Of all the forms of farming operations, benefits from independent 
household farming operations were highest, producing a net income of 139.71 
yuan per horsepower. Second was operations by a group of households in 
combination at 101 yuan. Collectives made only 36.33 yuan per horsepower. 
Variations in economic benefits provided a basis for using mostly small farm 
machines operated by independent households at the present stage. Benefits 
from farm machines also varied in different places. Mengcheng County located 
on the Huaibei plain with broad roads, level fields and relatively good 
farming and transportation conditions obtained rather good benefits from 
machine operations, net income amounting to 150 yuan per horsepower. Fanchang 
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County located in a hill region where natural conditions for machine farming 
are not as good as on the Huaibei plain had a net income of 118 yuan per 
horsepower. Lujiang County, an area of diked fields, had a net income of only 
99 yuan per horsepower. This also partly explains why development of 
mechanization in the wetlands of south China has not been as fast as in 
dryland areas of the north. 


It should be pointed out that substantial numbers of the peasants currently 
obtaining fairly high economic benefits from the use of farm uachines continue 
to benefit from state and collective investment. This is because as of the end 
of 1980, the total power of farm machines in the whole province amounted to 
6.67 million kW (9,063,200 hp) or 79.96 percent of total farm machine power in 
1985. These were all collectively owned machines. With the advent of 
responsibility systems, most of these farm machines were transferred to 
peasant hands either without compensation or at low prices, becoming an 
important vehicle for them to increase earnings and further develop 
agricultural mechanization. Without this foundation, the mechanization of 
agriculture in Anhui Province could neither have scored such high economic 
benefits nor could it have developed so quickly. 


Solutions to Mechanization Problems 
Beijing ZHONGGUO NONGJIHUA BAO in Chinese 10 Feb 87 p 2 
(Article: Problems in Anhui's Agricultural Mechanization and Their Solution] 


(Text) A survey of the farm mechanization situation in Anhui revealed the 
existence of a number of problems requiring solution along with the rapid 
development of mechanization. 


A Situation of Lax Overall Control Exists in the Development of Agricultural 
Mechanization. 


Quite a few peasants look only at immediate profits and 

economic benefits in going in for mechanization. Frequently they are 
concerned about results that benefit them personally and do not care about 
results of general benefit. This has not only created a certain lack of 
rationality in the blend of farm machines and a certain blindness in 
development of farm machines, but in long-range terms, there has also been a 
lack of overall planning for a rational pattern in both spacing and 
sequencing. With the advent of personal responsibility systems, the total 
power of farm machines increased dramatically, but the machine-farmed area and 
the electromechanically irrigated and drained area fell tremendously. The 
number of small tractors increased manyfold; however, both the numbers and 
kinds of associated farm implements were far from being able to meet needs. It 
is still quite common to see a tractor pulling a rustic plow or harrow, and 
the area sowed and harvested by machines is still pitifully small. Supplies of 
diesel fuel for farm use are increasingly in short supply; however, the 
increase in power equipment using diesel fuel intended for farm use cannot be 
controlled effectively with the result that the conflict between supply and 
demand for diesel fuel for use in agriculture has become more intense. Despite 





the extreme shortage of diesel fuel for use in agriculture, many seriously 
deteriorated, fuel-guzzling units, and many 

"old age" machines that have been in service for too long, continue to be 
used. They consume large amounts of precious fuel for no benefit. Rational 
and effective measures for technical supervision and policies for the 
replacement of technology are needed in the face of this situation. 
Macrccontrol must be strengthened. 


The Farm Mechanization System Is Not Matched to Development of Fara 
Mechanization 


Farm machines have entered millions of rural villages as commodities and, 
accompanying the steady increase in the numbers of farm machines, peasant 
households having machines urgently require wide-ranging, complete, and 
socialized services in the form of equipment, materials, techniques, and 
information. At the basic service level, as a result of changes in the system 
the former farm mechanization management and service system has been 
dismantled and the new service system is still in process of being established 
and perfected. Only somewhat more than 900 of the province's approximately 
4,000 districts and townships have set up a basio-level farm mechanization 
management and service system, some cf which are still skeleton organizations 
that are unable to provide complete service. The kinds, quantity, and quality 
of equipment available are unable to satisfy peasants needs and even plows and 
harrows cannot be bought. Consequently, it is said that even though peasants 
have full self-determination in the free selection for purchase of ail kinds 
of machines, the opportunities that markets provide to enable selection are 
extremely limited. Since well-stocked, conveniently located supply network 
outlet points for the supply of repair parts are lacking, some peasants have 
to travel some distance to buy small parts. The former repair and replacement 
network outlet points for the repair and maintenance of machines are no longer 
able to provide complete service. It is possible only to exchange parts 
requiring repair for others that have been fixed, and this both increases 
maintenance costs and lowers quality of repairs. Technical guidance and 
information services have become more scarce. In short, despite the revival 
of farm machines as commodities, the associated facilities for providing 
needed social services for the commodities lag far, far behind. 


Insufficient Reserve Strength For Development of Farm Mechanization Will 
Produce Far-Reaching Effects 


The abolition of various preferential policies and economic subsidies that had 
been adopted earlier for the development of farm mechanization has 
tremendously reduced investment in farm machines. In Anhui, the farm 
machinery capital construction investment during the Fifth 5-Year Plan was 
13.19 million yuan and farm machine operating expenses were 50,069,000 yuan. 
During the Sixth 5-Year Plan, they had dropped to 2.86 million yuan and 
30,517,000 yuan, respectively. This tremendous reduction in investment in fara 
machines has directly affected progress in farm mechanization research, 
education, training, and promotion. Consideration of economic results has 
caused farm machine research units to curtail greatly research on the 
mechanization of field operations. Inability to obtain subsidies and 
financial support has also made difficult the trial production of small 
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numbers of new farm machine products and their testing and promotion at 
multiple sites. The shortage of educational operating expenses has caused 
technical secondary schools to curtail student enrollments; teaching 
facilities have not been updated or expanded and teaching conditions have not 
been improved, all of which seriously affects teaching quality. Operating 
expenses and even ordinary expenditures for training classes at all levels in 
prefectures and counties have been hard to come by. In order to exist, quite a 
few training classes have had to expand into providing education for society 
at large in order to increase earnings. This has resulted in large numbers of 
new machine operators being unable to receive training. In short, the 
reduction in investment in farm machines has mostly weakened investment in 
intellect and skills for farm mechanization. The result is bound to be serious 
damage to the technical transformation of farm mechanization endeavors, to the 
building of a technical corps, and to ability to develop new farm 
mechanization skills, ramifying into a loss of reserve strength for further 
development. 


Apart from the province's efforts to solve the foregoing problems, the 
following suggestions are made to national departments concerned as means of 
dealing with them: 


1. Leadership of farm mechanization work has to be strengthened. It is 
suggested that central authorities draw up explicit policy objectives for farm 
mechanization that can serve to guide the direction of efforts in development 
of farm mechanization throughout the country. 


2. The state should use policies for further creation of a fine climate for 
peasant investment in farm machines, thereby enabling the peasants to derive 
expected material benefits from investment in farm machines. The state should 
induce peasants to increase investment in farm machines by increasing low 
interest and discounted interest loans for peasrnt purchases of farm machines. 
A certain ratio should be maintained between farm machine prices and farm 
product prices. When prices of farm machines rise unilaterally, the state 
should institute necessary financial subsidies and increase supplies of 
energy, such as electricity and diesel fuel, at parity prices. The state 
should lower tax and expense scales for peasant operation of farm machines. 


3. The state should increase {nvestment in farm machines 


State investment in farm nechanization should give priority to scientific 
research, education, training and the promotion of new techniques to 
strengthen reserve strength for development of farm mechanization. It should 
adopt support policies for farm machine production enterprises providing 
favorable treatment in terms of loans, tax collection, and the supply of raw 
and processed materials in order to encourage enthusiasm for production. It 
should give needed support to the establishment of a system of farm 
mechanization technical services and promotion. Not only should it provide 
some investment in capital construction, but it should also allocate a certain 
amount of low interest and discounted interest loans in order to provide 
circulating funds for the development of services provided for compensation. 
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4. Commodity economy concepts should be used to organize and guide development 
of farm mechanization. 


Development of farm mechanization must stress economic results as a central 
purpose. Consequently, when organizing and guiding the development of farm 
mechauization endeavors, not only should current svandards for power equipment 
and the degree of mechanization of various major operations apply, but 
standards for output value, amount of production, profits, costs, machine and 
implement utilization rates, and rate of return on investment should also be 
increased. At the same time, corresponding standards for supervision should 
also be established for work quality, a body of fairly complete and functional 
economic criteria being gradually established to guide production for farm 
mechanization through the application of commodity eccnomy concepts. 
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AGRICULTURE 


SAMPLING DATA SHOW STEADY RISE IN PEASANT LIVING STANDARDS 
Chergdu SICHUAN RIBAC in Chinese 4 Feb 87 p 1 . 


[Article by Li Mingshan [2621 2494 1472]: "Rural Economy Throughout Province 
Develops Steadily, Sampling Data From 5,500 Peasant Households Show; Peasant 
Per Capita Net Income Increased Nearly 23 Yuan in 1986"] 


[Text] Following several consecutive years of substantial increases, peasant 
per capita income throughout Sichuan Province has entered a stage of steady 
increase. Sampling data from 5,500 peasant households in 55 counties just 
collated by the provincial rural sampling contingent show that during 1986 che 
province's peasants fought disasters unflaggingly to score bumper harvests and 
actively develop the commodity economy, their net income reaching 337.94 yuan 
per capita, or 23 yuan more than during 1985, up 7.26 percent. 


In 1986, 293.83 yuan of peasant per capita net income in the province was 
attributable to family operations, up 8.26 percent over 1985. This included 
net earnings of 244.26 yuan per capita from primary industries, an increase 
of 16.88 yuan or 73.8 percent of the total amount of increase, and net 
earnings of 11.16 and 38.41 yuan per capita, respectively, from secondary and 
tertiary industries for an increase of 3.08 and 2.46 yuan, respectively. With 
the development of the rural commodity economy, the broad masses readjusted 
the industrial structure and increased the commodity rate in response to 
market supply-and-demand and price factors. Peasant cash earnings for the year 
(exclusive of savings and loans) were 309.77 yuan per capita for a 12.69- 
percent increase over 1985. This included a cash income of 193.94 yuan per 
capita from the sale of products, up 25.34 yuan in a 15.03-percent increase, 
an all-time high for both the amount and percent of increase. Peasant 
expenditures for consumption continued to increase, breaking the 300-yuan per 
capita figure for the first time to reach 310.92 yuan in a 12.55-percent 
increase over 1985. As of the end of 1986, peasant families had a considerable 
amount of grain and cash left over for use in production and daily life during 
1986. Yearend funds on hand averaged 60.92 yuan per capita, 33.16 percent more 
than at the eud of 1985. This included savings of 19.61 yuan per capita, up 
39.08 percent, and cash on hand averaging 14.31 yuan per capita, up 30.52 
percent. As of the end of the year, grain in inventory averaged 253.8 kg per 
capita, up 3.09 percent from the same period in 1985. This included 170.4 kg 
of rations, enough to last for about 8 months by the standards of 1985 grain 
consumption. 
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AGRICULTURE 


STRATEGY FOR EXPORT-ORIENTED AGRICULTURE IN XINJIANG 


Beijing NONGYE JINGJI WENTI [PROBLEMS OF AGRICULTURAL ECONOMY) in Chinese No 
12, 23 Dec 86 pp 11-14 ; 


(Article by Liu Jianfu [0491 1696 3940°, Xinjiang Zoning Office: "Cursory 
Discussion of Xinjiang's Foreign-Exchange-Earning Agriculture and the 
Direction of Its Development"] 


(Text] Xinjiang Province, the western gateway to the motherland, is located 
on the front? and is richly endowed with mineral deposits. Acting under 
guidance ~~ e policy of “opening to the outside world and enlivening the 
country” p... orward by the CPC Central Committee, Xinjiang's exchanges with 
the cou.itiies of the world have expanded steadily, its longstanding ideas 
about being closed off have changed and it has shifted its gaze to the world. 
Xinjiang has abundant farming and livestock products. Not only does it have 
the cotton, edible oil, and meat necessary to provide people of all 
nationalities the basic necessities of life, but large amounts of its cotton, 
livestock products, melons, and fruits have entered international markets where 
they have gained a name for themselves, gradually becoming the dominant 
products in Xinjiang's export trade. The burgeoning development of 
agricultural production and the reality of a change from insufficiency to 
relative surplus in Xinjiang's agricultural products has raised new 
development goals. Not only should Xinjiang's farming and animal husbandr, 
develop in the direction of satisfying its own consumption needs, but even 
more important is an increase in its ability to earn foreign exchange, to head 
for world markets for agricultural produce and to build a "foreign-exchange- 
varning agriculture" with features unique to Xinjiang. 


As long ago as 1979, Xinjiang established the Turpan agricultural products 
consolidated base, which exported large quantities of Hami melons, raisins, 
and grapes. Kuga County, the 150th Regiment Sanbei Sheep Base, and the Jinghe — 
County Beef Cattle Base have exported wool, cashmere, an: other livestock 
products. The Xinjiang hops base has also exported quality Xinjiang hops. 
These farm and livestock product bases have become embryos of "foreign- 
exchange-earning agriculture" in Xinjiang. In 1984, they exported nearly 30 
different kinds of farm and livestock products as well as other agricultural 
byproducts which earned $140 million in foreign exchange for the country, 
18.4-fold the 1978 amount. At the same time, the total value of commodities 
exported from Xinjiang Province rose from $9.37 million in 1978 to $158.61 
million for an almost 17-fold increase. Earnings from the export of cotton 
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alone amounted to 40 percent of the whole region's foreign trade export 
earnings. The rise in exports of farm products not only expanded foreign 
economic trade and exchange, but also promoted development of Xinjiang's 
agriculture. This resulted in even higher requirements being placed on 
Xinjiang's farming and animal husbandry production. ' 


I 


The significance of Xinjiang's development of "foreign-exchange-earning 
agriculture," and the opening of world markets for agricultural products does 
not lie solely in the exchange of agricultural products. Of even greater 
importance is the broadening of outlook and the opening of the gate to make 
full use of Xinjiang'’s natural resources and economic resources a 
prerequisite for making the most of the historical opportunity of Xinjiang's 
economic takeoff. 


Xinjiang is a treasure land awaiting development; however, various limiting 
factors have already determined that development of this treasure land will 
be a long way from being the displacement of its primeval resources. It will 
rather be to imbue it with a new life-force. This is the “other agriculture 
process" that we have to carry out today. The takeoff and ascent of 
Xinjiang's farming and animal husbandry industries necessitate reliance on 
this process of change from traditional agriculture to modern agriculture. In 
order to make this process happen, we will have to absorb nutrients from 
everywhere in the form of science and technology; we will have to breathe air 
from all parts of the world in the form of information; we will have to use to 
the full a vast arena in the form c®* agricultural resources; and we will have 
to seize the historical opportunity that has been bestowed in the form of 
movement into world markets for agricultural products, take part in an 
international division of labor and develop foreign trade ir agricultural 
produc! 3. 


It must be pointed out that for Xinjiang as for all of western China, and 
indeed for every place in the whole country, the forms of development and the 
industries most suitable for a given area are being selected. As an inland 
region of Eurasia, Xinjiang does not differ greatly from other arid regions. 
Numerous difficulties exist for the exploitation of world r-sources potential 
and it is very difficult to create new patterns of economic ¢cevelopment. 
Consequently, only by undertaking the most effective, most highly intensive 
and most efficient specialized production, and by drawing support from an 
international division of labor to enter the great total international system 
is it possible to use more effectively the achievements created by technology 
and to use current world productivity to set the stage for Xinjiang's economic 
takeoff. 


In the development of its own "foreign-exchange-earning agriculture" Xinjiang 
will most certainly not be content with improved flow; of greater importance 
is the use of technological strength and the widening of vision to develop the 
competitiveness of Xinjiang's agricultural products in international markets. 
At the same time, the goal of Xinjiang's introduction of advanced foreign 
science and technology and its use of existing world productivity has been, 
from the very beginning, to raise Xinjiang's production capabilities and to 
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expand both the intension and extension of reproduction. Therefore, 
Xinjiang's farm and animal husbandry industries face development in the 
direction of new modernization in which agricultural production is in process 
of changing from production that exploits natural resources toward production 
that produces commodities. There can be no doubt whatsoever that with steady 
development of the economy and with the role of the laws of value among 
countries, Xinjiang's agricultural products will move outside of the country's 
boundaries to a greater and greater extent, bringing back foreign science and 
technology in compensation. This will inevitably become a tremendous force in 
the vigorous development of Xinjiang's economy. 


II 


Xinjiang's economic level is low; it cannot become a major area in the country 
for the export of agricultural products. Xinjiang can, however, open a gateway 
through the west and open a window for all of China's western region. 


Xinjiang's prospects for carrying on trade in agricultural products for the 
west may be more precisely stated in terms of the economic patterns of the 
Eurasian region providing outstanding conditions for China's development of 
trade in agricultural products. However, China positively does not want to 
take over the markets of other countries; more important is the opening of a 
window on the outside world in the western part of the country. Moreover, 
differences between the patterns of productivity of the territorially 
contiguous Xinjiang and the USSR makes the development of trade favorable to 
the economic development of both. The five central Asian Soviet republics 
have an economic structure in which primarily heavy industry predominates. 
This region has now become an important base for nonferrous, steel, coal, 

petroleum, natural gas, and machinery manufacturing industries. Even though the 
five central Asian Soviet republics account for more than 90 percent of the 
Soviet Union's output of cotton, their cotton cloth output accounts for only 6 
percent of the national total and since 1983 they have also had to import some 
cotton. Furthermore, in addition to providing specialty goods to Macao and 
Hong Kong, the building in Xinjiang of the Urumqi-Alashankou and the Yining- 
Alashankou Railroad connecting China and the USSR, and the use of this line to 
open a route connecting western China with the outside world is completely 
necessary. Rough estimates show a transportation distance of 26,500 km 

from Yili via Tianjin to West Germany or a transportation distance of 

13,600 km from Yili via Manzhouli to West Germany, versus a transportation 

distance of 7,000 km from Urumqi via Atishankou [sic. Alashankou 


probably intended] toWest Germany, a difference of 19,500 and 6,600 km, 
respectively. Naturally this would be an important line for the 

Xinjiang Region's further entry into international markets and for entering 
into trade competition. This would also be a way for Xinjiang to open a 
window toward the west. It is for just this reason that under the imperative 
of international trade that Xinjiang can seek to open up a future direction 
for development in the realm of commodity competition, to enter the ranks of 
world trade in agricultural commodities and to make a greater contribution to 
mankind. 
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"Foreign-exchange-earning agriculture" in Xinjiang will require not only a 
clear-cut direction of development but also making sure that its own 
mechanisms are ready. It will require the building of bases in which 
agriculture and foreign trade are integrated, and in which production and 
processing are ultimately linked. Export bases founded on these conditions 
will carry out a transformation of the nature of agriculture, ultimately 
producing "foreign-exchange-earning agriculture" on the foundation of "another 
agriculture." 


The policy of opening to the outside world of recent years has also created a 
fine environment for Xinjiang's development of foreign trade. Numerous 
countries and regions have estabiished close trade ties with Xinjiang; 
however, faced with the challenges of the world agricultural economy and of 
the agricultural products import-export trade, Xinjiang, located as it is in 
an arid region of the world and in the middle of the Eurasian continent, must 
take the following strategic actions in order to maintain development of 
foreign trade in agricultural products: 


First, it has to set up a complete economic mechanism founded on the 
integration of agriculture and foreign trade. In the past, trade units and 
operating companies have been “horses of a different color." Production 
units and foreign trade departments were not closely linked and production 
units rarely thought about export problems, with the result that foreign trade 
departments found it very difficult to satisfy requirements. Conversely, it 
was very difficult to sell many agricultural products because foreign trade 
departments would not buy them. This dealt a serious blow to positive factors 
for rural development of "foreign-exchange-earning agriculture." At the same 
time, it also created business losses for various foreign trade companies. For 
these reasons, a fine, multitiered agriculture and trade organization in 
which agriculture and foreign trade are integrated and that has an economic 
mechanism that works of its own accord must be set up, and it must include a 
complete network system as is shown in the following figure. 


Expansion of Reproduction in the Farm and Animal Husbandry Industry 





Procurement International Goods Received 
for Foreign -- Processing -- Market in Exchange 
Trade 
Farm and Procurement 
Livestock Inside China -- Processing -- 
Products and the 
Region 
Domestic Funds Received 
Free Market in Exchange 


Marketing -- Processing -- 


Expansion of Reproduction in the Farm and Animal Husbandry Industry 
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This is the only way to make the goals of agricultural foreign trade units 
Synonymous and to bring into being an economic mechanism for the stimulation 
of "foreign-exchange-earning agriculture” so that botl parties will join 
forces, act in concert toward the outside world and operate jointly for the 
benefit of all. Therefore, special attention should be devoted to the 
strengthening of lateral relationships and to the use of economic methods to 
make countervaling forces form a "unified red line,” carrying out unified 
foreign trade plans and policies for exports and imports. This requires that 
Xinjiang have a central office for agricultural products exports that is 
specifically responsible for organizing the procurement, transportation, and 
marketing of agricultural products. Special policies must be adopted in other 
regards, instituting premium-price policies for premium rural products that 
meet export requirements, active procurement of. products produced or processed 
by township enterprises so long as they meet needs, signing of 
contracts directly with producing units by foreign trade units for small 
quantities of local specialties, producing units organizing the production of 
export goods, and institution of bonuses for units that earn much foreign 
exchange from exports. 


Second is clarification of expo:’t goals with regard to different countries and 
regions while carrying out the principles of national ioreign trade plans and 
policies, forecasting the trend of demands for agricultural products by 
countries requiring agricultural products and formulating corresponding 
development plans. Centralized policies toward the outside world and policies 
for different countries are important components of foreign trade in 
accordance with the principles of independent action and retention of 
initiative. We have to study conscientiously the import market demand 
situation for other countries in terms of the requirements of our policies for 
foreign trade with specific countries, make market surveys and use them as a 
basis for Xinjiang's organization of production of supplies of goods. 
Xinjiang's all-points opening to the outside world requires a clear-eyed view 
of the world, but Xinjiang's current dealings in farm and livestock products 
are limited to a portion of the countries in the world. Even though trade 
relations formerly existed with very many countries, these have also come to a 
halt now. Even some neighboring countries remain virgin lands. Xinjiang has to 
open up new markets for the export of agricultural products. It must make 
good development plans on the basis of demand in different countries, market 
to those countries the products it produces and clarify objectives. Only when 
there are many countries for its exports and goals -*e clear can Xinjiang's 
development plans have positive impetus in the midst of fluctuations in the 
international market. 


Finally, development of "foreign-exchange-earning agriculture" with a 

distinctive Xinjiang character necessitates use of strategic vision for 
comprehensive study of the patterns of "trade, industry, and agriculture" or of 
"trade, industry, and animal husbandry. Processing of rural raw materials has 
to be linked organically to the production of final products, all possible 
being done to shorten the "other agriculture" process whereby "traditional 
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agriculture" turns into "modern agriculture" so that development of 
agricultural production promotes development of trade and commerce and causes 
the development of trade and commerce to function in the development of 
agriculture, adding a new level in the process. There is currently an 
important process in foreign trade in agricultural products worldwide, namely 
change in demand and makeup from low-grade commodities to high-quality 
commodities. Xinjiang is also in the midst of changing from traditional to 
modern agriculture and from self-sufficient and semi-self-sufficient 
agriculture to commodity agrisulture. Formerly, nost agricultural products 
exported from Xinjiang Province were in the nature of raw materials; however, 
in recent years there has been a gradual transition from raw materials to 
semifinished products with the export of large quantities of cotton yarn, 
cotton cloth, and canned grapes for the beginning of a realization of the role 
of processing industries in increasing value. Consequently, the main direction 
’ of Xinjiang's future foreign trade in agricultural products must also be a 
change from the export of raw materials and semifinished goods to take the 
road from “raw agricultural products to first-stage processing in order to 
increase value, to processing of byproducts to add further value, to 
packaging of finished products to increase value, to transportation and 
marketing in international markets to earn foreign exchange." 


Fourth must be the establishment of multifunctional premium-quality 

agricultural and sideline products export bases to bring about the 
transformation of the nature of agriculture. Since Xinjiang's productivity is 
low and since product quality cannot be easily raised, multifunctional, 
premium-quality agricultural and sideline product export bases must be 
es*ablished in order to insure a steady rise in the level of agricultural 
product exports to earn foreign exchange, a steady strengthening of 
capabilities, and a steady expansion of influence. In accordance with the 
spirit of the central authorities and of "Trial Methods For Production Bases 
For Agricultural, Sideline and Local Specialties For Export," Xinjiang 
Province has organized in a planned way the production of agricultural and 
sideline products for export, and has set up some bases for aggregate 
agricultural products and some bases for the export of single items. Exports 
of agricultural products from these bases amounts to more than 60 percent of 
the region's total exports of agricultural products. During the initial phase 
of Xinjiang's trade with foreign countries, they have played a considerable 
role, and they have accumulated and provided valuable experience for 
Xinjiang's future development of foreign trade. In the future, Xinjiang 

will have to continue to do good job in building foreign trade export bases 

for agriculturalproducts. Over the near term,it will have to activelydevote 
attention to some premium-product bases such as cotton bases. 


In the building of various types of agricultural and livestock product bases, 
not only is it necessary to solve problems in production, but it is even more 
important to improve their economic mechanisms and functioning. Therefore, 
doing a good job requires, first of all, the establishment of earnest-money 
funds and development funds for farm and livestock product exports. These are 
important prerequisite conditions to insure the normal development of farm and 
livestock product exports. Second is the need to adopt corresponding 
industrial, technical, and price policies. Adoption of 

different industrial policies makes possible fullest use of the individual 
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characteristics of different industries and claritiies the direction for 
industries to bring about better economic results. For example, understanding 
of the direction of product dealings enables the dealers to pay attention not 
only to increasing product output, but also to pay attention to the role of 
value function and of market demand, products thereby being able to enter the 
circulation realm early. Scientific research, education, and promotion units 
should pay particular attention to technical improvements in foreign trade 
agricultural product export bases. Not only should they promote fine 
varieties, but they should also research growing and feeding techniques 
associated with foreign-exchange-earning farm and livestock product quality. 
In the price field, the overall levels of state-set procurement prices should 
bemaintained as the basis fora greater spread among grades and for greater 
differentiation among grades between premium cotton and low-quality cotton for 
gradual setting of prices in terms of variety an“ quality. 


The building of multifunctional premium-quality "foreign-exchange-earning 
agriculture" bases also requires solution to transportation, packaging, 
storing, and inspection problems in order to raduce waste and lower costs. 
First, there has to be a real matching of cargoes to vehicles and ships to 
insure that contracts are honored on time. In packaging, every effort should 
be made to meet international requirements as quickly as possible. At the 
same time, product inspection work should be bolstered, advanced checking 
methods being applied to improve checking standards and work efficiency in 
order to promote the development of foreign trade. 
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CONSTRUCTION 


SHANGHAI: PRIORITY GIVEN TO CONSTRUCTION OF SEVEN PROJECTS 
’ 0W240422 Beijing XINHUA in English 6228 GMT 24 Mar 87 


[Text] Shanghai, March 24 (XINHUA)--The government of Shanghai, China's 
leading industrial city, will give priority this year to the construction of 
seven projects which will improve the daily life of local residents, a local 
government official said. 


"The seven new projects include a riverwater diversion project, railway, sub- 
way, residential and highway construction and gas works. All the projects are 
scheduled to be completed this year," the official said. 


“Governrent investment in such projects was increased by 44.9 percent this 
year, a record since the founding of new China," the official said. He didn't 
give the exact sun. 


The biggest project is the diversion of water of the upper reaches of the 
Huangpu River to the city proper, which will provide high quality drinking 
water to local residents. Up to new, nearly 90 percent of the work on a 17 km 
pipeline and five pumping stations have been finished and the whole project 

is expected to be completed on July 1. 


Construction of a 2.26 kilometer underpass across the Huangpu River is sche- 
duled to be completed in October. The new project can handle more than 50,000 
pedestrians per hour. 


A railway station with a capacity of receiving 72 passenger trains a day will 
be completed by the end of the year. It includes a terminal building, 7 plat- 
forms and a huge square. 


Earlier this month the city government called for international tenders on a 
sewage disposal project. Part of the cost of the project is being covered by 
the World Bank. The project includes the construction of a dam on the serious- 
ly polluted Suzhou River. 


The city is scheduled to build its first subway linking Xinlonghua District 
in the southwest of the city with the newly built railway station. The sub- 
way will travel 14.4 kn. 
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CONSTRUCTION 


BRIEFS 


UNFINISHED CONSTRUCTION PROJECTS--["Measures To Curb Overheated Investment 
Outlined"--XINHUA headline]--Beijing, March 21 (XINHUA)—-The State Planning 
Commission is demanding a speedy completion of ongoing capital construction 
projects so investment can be directed elsewhere, the PEOPLE'S DAILY reported 
today. Resolute measuies must be taken to complete the unfinished construc- 
tion projects, said Gan Zhiijian, vice-minister of the commission. By 1986, 

the country had 102 large and medium-sized projects which were nearing com- 
pletion. But many of them had taken a long period to complete and required 
huge investments annually, the paper said. "No more investment will be al- 
lowed if a project isn't completed on schedule," the official said. Once 
projects are completed they must be put into operation as soon as possible to 
start earning back its investment, he said. New projects must be settled 
through careful planning and allocetion of funds of materials, and coordinated 
efforts are needed to guarantee a completion date and quality of each project. 
"Key projects must also be reassessed to promote economic efficiency,” he said. 
According to a CHINA DAILY report on Wednesday, the country's investment in 
fixed assets increased 16.7 percent last year from 1985 to reach 296.7 bil- é 
lion yuan, outgrowing both the increase in energy, raw material production and 

the increase in national income. [Text] [Beijing XINHUA in English 0635 

GMT 21 Mar 87 OW] /6662 


CsO: 4020/145 
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TRANSPORTATION 





SHENYANG AIRCRAFT PLANT DIVERSIFIES PRODUCTION 
HK200411 Hong Kong HONG KONG STAMDARD in English 20 Mar 87 p 9 


[Text] China's most sophisticated jet fighter maker is now also engaged in 
manuiacturing a wide variety of civilian products, ranging from toilet 
mirrors to cigarette packing machines. 


This diversification drive by the Shenyang Aircraft Corporation is a result 
of top leader Deng Xiaoping's “responsibility systew" which aims to boost 
productivity by holding state corporations accountable for their survival. 


The aircraft plant's vice president, Mr Zhu Bingliang, said in a briefing 
for Hong Kong and Macao reporters last Wednesday that his company's policy 
is to be profitable, especially through exports. 


"We try to make the best use of the advanced technology we have available to 
produce uther profitable items for civilian uses. Most of our products are 
now civilian ones, but priorities are given to catering to military needs," 
he said. 


Mr Zhu, who graduated from the Beijing Institute of Aviation two decades ago, 
said the company is in the black but declined to say by how much. 


Some civilian products are sold to Europe, the United States and Southeast 
Asia, particularly Singapore. 


Among the company's 300 types of new civilian products are washing machines, 
audio-visual teaching equipment, aluminium alloy door and window frames and 
filters for brewing beer. 


High-tech has also been applied to a ping-pong ball projector which was 
described as “indispensable” for training outstanding table tennis players. 
The machim, which can project balls at designated speeds and spinning angles 
with an accuracy of over 90 percent, is recommended by the State Physical and 
Culture Commission for training its national team. 


The plant is located in the industrial city of Shenyang, the capital of north- 
eastern Liaoning Province. Though the city was not designated as one of the 
14 Chinese open cities, the State Council declared it as an “experimental 
city for economic reforms" in July 1984. 
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The Shenyang Municipal Government, which has been granted "provincial level" 
autonomy in handling its own economy, was authorised to enter into contracts 
with foreign investors of up to US$10 million (about HK$78 million). 


The corporation, founded in 1920, was classified as a key enterprise of the 
Ministry of Aviation as early as in the first five-year economic plan soon 
after the 1949 revolution. 


It took the factory another seven years before it managed to complete the 
first Chinese designed and assembled jet fighter in 1956. 


Since then the Chinese have developed their own 1500, 1600, 1700 and 1800 model 
series of fighters. Mr Zhu said at present they are concentrating on the 1800 
II fighters which can fly at Mach 2.2. 


Technicians from the Middle East were seen walking in the assembly areas of 
the Chinese one-seater 1800 I jet fighters. A Chinese official explained 
they were trainees from Egypt. 


"We have gone through a long and winding road from assembling aircraft parts 
and copying foreign technology to designing our own models and carrying out 
advanced research," said Mr Zhu. 


He said the corporation has a major role to play in China's modernization 
campaign for national defence. 


The factory, with 2 30,000-strong staff, is often referred to as the “Aircraft 
Town" as it now cuvers an area of 8.33 million square metres. The yround 
floor of plant buildings alone adds up to 400,000 square metres. 


It has a 500-bed hospital, a university and nine primary and secondary schools. 


Asked about where the company's jet fighters are exported, Mr Zhu said that 
was a state concern. 


"As a corporation, we only receive fighter orders from th» state and it is 
none of our business as far as the buyers’ identities are concerned,” he noted. 


However, it is well known that the Chinese have exported a number of jet 
fighters to Pakistan and rumours persist of arms sales to both Iran and Iraq. 
Recently, THE NEW YORK TIMES reported that U.S. intelligence had identified 
a Chinese-built missile system on Iran's Gulf coast. 


The company has so far received 144 foreign delegations, including two from 
North Korea and Thailand. 


An elite team of 39 professor-grade researchers, supported by another 770 
technicians, is responsible for further developing the corporation's technology. 


/6662 
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TRANSPORTATION 


AUTO INDUSTRY REFORM, REORGANIZATION TO ACCELERATE 
0W211044 Beijing XINHUA in English 0911 GMT 21 Mar 87 


[Text] Beijing, March 21 (XINHUA)—China will intensify its reform in auto- 
motive industry to formate a new management system for the whole sector 
nationwide, an official said here today. 


Chen Zutao, general manager of the China National Automotiv:; Industrial Com- 
pany :old XINHUA, “Our principle goal is to reorganize China's technically 
outdated automobilk industry, to accelerate its development and make it one of 
the nation's key industries through improving its macromanagement ." 


“Although 2,000 enterprises and 1.2? million workers are involved in the coun- 
try's auto industry, it only turns out 40,000 vehicles a year,” Chen added. 


The general manager said, “The existing production, management ard technolory- 
related problems do not facilitate development of the country's auto industry." 


"By correcting these problems we can accelerate the ongoing reform by tight- 
ening overall control and strengthening the industry's management structure,” 
the general manager added. 


China's national automob. le industry has turned 39 key enterprises over to 
local governments and hae also granted three industrial caterprise groups 


ureater decisionmaking pover. 


With this as a base, China's auto industry is continuing its refurm and try- 
ing to break down regional, departmental, military and civilian barriers in a 
bid to speed the industry's development. 


"One important part of the reform,” Chen Zutao said, “is that the China Na- 
tic wl Automotive Industrial Company will ao longer run enterprises directly, 
and will be replaced by a national automotive and motorcycle industrial 
federation and office." 


He added, “We are now drafting a general plan to reform the current system, 
which needs final approval from the State Council." 


"Before the program goes into effect," he said, "the China National Auto- 
motive Industrial Company is still exercising its original functions, includ- 
ing the industry's management and planning, and international economic and 
technological exchanges and negotiaticns with foreign firms. 
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TRANSPORTATION 


ROUNDUP ON RAILROAD CONSTRUCTION IN PROGRESS 
Beijing LIAOWANG [OUTLOOK] in Chinese No 4, 26 Jan 87 pp 15-17 


{Article by Ling Wancheng [0109 134% 2652] "Three Major Campaigns In the 
Building of China's Rail.cads"] 


[Text] Several major “choke points" in passenger and freight transportation 
have always existed on China's mgajor railroad trunklines. One is on the two 
great north-s0.ch arteries, the Beijing-Guangzhou and the Tianjin-Pukou lines, 
om which ccagestion on the southern sections causes disruptions in flow. The 
second is in Shanxi Province, with its rich coal deposits, where a shortage of 
railroad capacity cavses a shortage of transportation out of the provinve. 
The third is at the {vuc large warshalliug stations, Fungtai West, Zhengzhou 
Nortn, Xuzhou and Zhuzhou, where capacity is already saturated. The fourth is 
at certain large steel mills, electric power plants and ports, and at Shanghai 
and Guangzhou where the unloading of freight is <cifficult. 


Railroad congestion has become a gajor problem restricting development of the 
mational economy, and it has simultaneously become a turning \oint for opening 
up three major campaigns to build railroads. 


The First Campaign -- The Ditong-Ginhuangjao Battle In The North 


Shanxi's coal piles up while awaiting transportation; coal from Nei Monggol 
and Ningxia also has to be moved out, and China's most economically developed 
East China coastal region awaits coal to generate electricity. Statistics from 
the State Statistical Bureau show tnat for every 10 millioa tons of coal 
transported to East Chima, industrial outgwi value increases by more than 17 
billion yuan. Im addition, the export of fine quality omal can earn iarge 
amounts of foreign exchange. 


At the end of September 1983, the CPC Central Committes and the State Councii 
decided to construct the Datong-Qinhuangdao Railroad. The line sterts at 
Datong in Shanxi Province and travels eastward to Qinh: angdao Port, a distance 
of approximately 653 kilometers. The State Council convened several 
conferences of departments, committees and experts concerned ‘to provide 
testimony on this project. In January 1984, the first meeting of the 
leavership team for construction of the Datong-Qinhuangdao Railroad decided 
that the transportation of coal out of Shanxi Province was a saajor strategic 
decision for solving China's energy oroblem. Following construction of this 
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modern railroad dedicated to the transportation of coal, nearly 100 million 
tons of coal ean be hauled annually to Qintuangdao and trans-shipped to 
southeastern coastal areas, bringing about very great changes in China's 
ene:gy situation and an enlivening of the situation. 


Survey and design work for the Datong-Qinhuangdao Railroad was begun in July 

1983 by the Thi:d Design Institute of the Ministry of Railways. On 1 January 
1985 a 60,000 strong contingent from six construction bureaus of the Ministry 
of Railways began work on the line. (Work on some projects had begun earlier). 
As of the end of 1986, 80 percent of the roadbed work for the first phase of 
the Datong-Qinhuangdao railroad line project had been generally completed. 
Forecasts call for completion of first phase construction work by 1988 and the 
beginning of coal hauling. The second phase of construction will be finished 
in 1991 (See sketch map: The section from Datong to Duanjialing is the first 
phase of the project and the section from Duanjialing to Qinhuangdao port is 
the second phase of the project.) 


The Datong-Qinhuangdao Railroad is China's first electrified double-tracked, 
high tonnage, heavy duty line dedicated to hauling coal. It will use 
electronic computer operating and control technology at a standard that is 
currently the highest in the whole country's railroad system, marking the 
movement of China's railroad control technology to a new level. 
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Sketch Map of Datong-Qinhuangdao Railroad 


Key: 
1. Datong 5. Huairou 
2. Zhangjiakou 6. Jixian 
3. Huailai 7. Qinhuangdao 
4, Beijing 


The Second Campaign -- Southern Offensive on the Hengyang-Guangzhou Line 


The Beijing-Guangzhou Railroad is the major transportation artery traversing 
China from north to south. It is 2,300 kilometers long. The section from 
Beijing to Hengyang in Hunan Province was gradually doubletracked long ago, 
but the 520 kilometer section between Hengyang and Guangzhou is a single track 
line. Opened to traffic in 1936, its technical level is very old and its 
equipment antiquated. Following liberation, it several times underwent 
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technical improvements and updating of equipment; however, for various 
reasons, including the complex geology of the area between Hengyang and 
Guangzhou, it has never come up to expectations. The Hengyang-Guangzhou line 
has become a "congested" section for north-south transportation. Statistics 
show that each year approximately 4 million tons of goods cannot be shipped 
inland from Guangdong Province because of inadequate railroad capacity. 
Another more than 1.5 million tons of goods per year cannot be shipped out of 
Hunan Province. The amount of goods shipped to Guangdong satisfies only 
approximately half of national requirements. Congestion on the Hengyang- 
Guangzhou line seriously curtails further benefits from the north-south 
railroad network. 


At the end of 1985, national ministries and commissions concerned made a 
decision to concentrate their energies on doubletracking of the ‘M4engyang- 
Guangzhou Line. Before the end of 1985, a high quality line is to be ouiit and 
opened to traffic. 


With the active backing of both Hunan and Guangdong provinces, the Ministry of 
Railways guaranteed support for the project. Investment of funds and 
responsibility for completion of certain tasks by all concerned was the method 
adopted for the doubletracking project. Construction units submitted tenders 
and called for competitive tenders, the best offers being selected. The 
Guangzhou Railway Bureau acted as the unit responsible for construction of the 
project. The Fourth Design Institute of the Ministry of Railways did the 
design work, and 60,000 staff members and workers from six construction 
bureaus of the Ministry of Railways joined battle. The project is now 
proceeding smoothly, 80 percent of the road bed construction on the 
doubletracking project between Hengyang and Guangzhou having been completed as 
of the end of 1986.. 


Once the Hengyang-Guangzhou line has been doubletracked, the number of trains 
per day moving in both directions between Hengyang and Guangzhou can be 
increased from the present 49 to 100. Annual transportation capacity can be 
increased from the present 15 million tons to 30 million tons, and once the 
line has been fully equipped, capacity will reach 50 million tons. Thus, the 
shortage of passenger and freight transportation north and south in the 
country will be eased markedly. 


The Third Campaign -- Taking East China From the Center 


East China's economy is of crucial importance to the whole country. The gross 
output value of its agricultural production (for 1985) was 31 percent of the 
total for the country as a whole. East China also has a dense population, 23 
percent of the country's total population being concentrated in the city of 
Shanghai and in the five provinces of Jiangsu, Zhejiang, Jiangxi, Anhui and 
Fujian. Nevertheless, the region's approximately 5,000 kilometers of railroads 
account for only one-tenth of the total railroad length in the entire country. 
Three of the four biggest railroad transportation choke points in the whole 
country are located in east China (at Fuliji, Yingtan and Liling) 
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Sketch Map Showing Doubletracking Between Hengyang and Guangzhou 


Hengyang 5. Shaoguan 
Laiyang 6. Yingde 
Chenzhou 7. Guangzhou 
Lechang 


More than 50 percent of all goods shipped to east China from throughout the 


country 


gets stuck at these three "bottlenecks" alone. Passenger 


transportation in the Shanghai Railway Bureau is also severely overloaded, 
100,000 of the 480,000 passengers dispatched daily being "standees." 


In order to solve this pressing problem, in 1986 the Ministry of Railways 
changed the types of locomotives used, lengthened railroad station sidings, 
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optimized performance diagrams, 
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increased the numbers of trains and devised 
Means to shorten loading and unloading times. Though these measures remedied 
the problem, they did not fundamentally cure it. 
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Sketch Map Showing Railroad Construction in East China During Seventh 5-Year Plan 


Key: 
l. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 





Luoyang 
Zhengzhou 
Xuzhou 
Lianyungang 
Wuhan 
Changsha 
Hengyang 
Liling 
Nanchang 
Yingtan 


ll. 
12. 
13. 
14. 
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In August 1986, the Ministry of Railways called together experts and scholars 
of all kinds as well as experienced leading cadres to make repeated 
comparisons and selections for the drafting of a railroad construction plan 
for the east China region. 


Plans called for the building during the Seventh 5-Year Plan period of 1,726 
kilometers of new railroad lines, doubletracked lines and electrified lines. 
Seventeen medium size projects were to be rebuilt. The tough battle to "take 
east China from the center" was larger in scope that the double tracking of 
the Hengyang-Guangzhou line or the building of the Datong-Qinhuangdao line. In 
terms of funds alone, it would require one-fifth of total national investment 
in railroads during the Seventh 5-Year Plan. 


The east China campaign consisted mostly of improving and opening four through 
lines as follows: 


Improvement of the primary through line from Beijing to Shanghai to get ready 
for the use of electrically powered locomotives and electronic computer 
technology in an expansion of the hauling capacity of the Beijing-Shanghai 
line, making this line China's primary intermediate-level modern railroad. 
Building of a new passenger station at Shanghai by the end of 1987. 


Building of a new line between Shanggiu and Fuyang and between Xuancheng and 
Changxing, and major improvement of the Changxing-Hangzhou line to open a 
second through line in east China. 


Acceleration of major improvements on east-west lines going through east 
China, including the complete doubletracking of the Shanghai-Hangzhou line and 
tue partial double tracking of the Zhejiang-Jiang»i line [Nanchang-Changsha]. 


Electrification of the Yingtan-Xiamen Railroad. 
The prelude to the east China railroad construction campaign has now begun. 


Exploring Ways To Build China's Railroads 


These three major railroad construction campaigns concentrate the Ministry of 
Railways' principal manpower, finance and material resources. The total 
required investment for them has been set preliminarily at approximately 14.88 
billion yuan. The method of "large scale assignment of responsibilities” has 
been adopted, charging the 3 million staff members and workers in the Ministry 
of Railways with responsibility for the whole sum, making them responsible for 
profits and losses, making them responsible for accumulations, and making them 
responsible for outlays. This is a large pioneering undertaking in the 
building of China's railroads. Since 1986, the Ministry of railroads has 
demolished the large common pot approach to finances that had existed for more 
than 30 years of "turning over to higher authority all monies obtained and 
extending the hand for money to spend." It instituted nationally an economic 
contract responsibility system of making road maintenance and road 
construction self-supporting, which was also known as "large scale assignment 
of responsibilities." By this is meant that after turning over a certain 
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percentage of revenues and profits to the state each year, the railroad itself 
becomes responsible for paying from the remainder everything from staff member 
and workers wages to investment in capital construction, this responsibility 
being assigned level by level within the Ministry of Railways. This marks a 
road whereby China's railroad sector, from top to bottom, becomes itself 
responsible for operations. 


The hiatus in transportation over China's main railroad trunk lines was 
already evident more than 10 years ago. Take the main north-south artery, the 
Bei jing-Guangzhou line, as an example. In order to solve the problem of tie- 
ups on the southern end between Hengyang and Guangzhou, a project for 
doubletracking the Hengyang-Guangzhou line was begun in 1978, but only 90 
kilometers were built during a period of 8 years. The reason was limited 
state financial resources, lack of vigorous action and Ministry of Railways’ 
feelings of inadequacy in the face of a great task. With the institution of 
large scale assignment of economic responsibility for the whole line, with the 
integration into of responsibility, authority and profits into an organic 
whole, enterprises having the right of self-determination and operating 
rights, an unprecedented vitality appeared and the enthusiasm of staff members 
and workers was also stirred. Taking on the project of doubletracking more 
than 500 kilometers of the Hengyang-Guangzhou line within 3 years was a very 
daunting task. Not only was it necessary to rebuild 51 station yards, 124 
large and medium size bridges and 61 tunnels, entailing major work in 
requisitioning land and in razing or moving structures, but the doubletracking 
was not allowed to interfere with non-south passenger and freight traffic. The 
project to rebuild the Shaoguan Station, for example, was done on the most 
highly traveled single track section in the country. On this section, a train 
passed in one direction or the other every 14 minutes, requiring that 
construction be done in every bit of time available. 


The 14.295 kilometer long Nayao Shan doubletracked tunnel is currently the 
largest railroad tunnel in the country. It is a key project for double track 
service between Hengyang and Guangzhou. However, thanks to the efforts of all 
concerned with the construction, as of 1 January 1987, only 148 meters of 
tunneling remained. 


The doubletracking of the Hengyang-Guangzhou line has changed from an "8 year 
war of resistance" to a "3 year decisive battle," amply demonstrating that the 
building of a modern Chinese railroad takes more than enthusiasm on the part 
of the state. It can be done only if a way is found to fire the enthusiasm of 
the 3 million staff members and workers on the railroad front and of the 
people of the whole country. The sain source of this enthusiasm is the 
vitality existing within railroad enterprises. "Large scale assignment of 
responsibilities" pretty well solved this problem. As a result, only when the 
railroad sector has such ability and boldness of vision can it engage one 
after another in "three major campaigns" that have been looked forward to for 
a long time. 
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SMALL TRUCK PRODUCING CENTER PLANNED FOR SOUTHWEST 


0W191311 Beijing XINHUA in English 1208 GmT 19 Mar 87 


[Text] Beijing, March 19 (XINHUA)--The Chinese Government has decided to 
establish a small-truck producing center in southwest China in the next five 
years, making full use of strong military engineering and manufacturing force 
there. 


The Chongqing Municipality along with the Provinces of Guizhou, Sichuan, Yunnan 
in southwest China will launch the cooperative scheme to develop an automo- 
tive industry which has received the approval of the State Council. 


According to officials in China's automotive industry, the lightweight motor 
vehicle producing center will manufacture one and three ton trucks which 
meet current international standards with a designed annual capacity of 
60,000 trucks by 1992. 


Yang S3inyan, vice-director of the machine-building industry bureau of Guizhou 
Province, told XINHUA that southwest China will have one of the four light 
motor vehicle producing centers and produce one fifth of light trucks in the 
country. 


The other three producing centers are located in Beijing, Nanjing and northeast 
China. | 


There is a strong military engineering force in southwest China with nine major 
factories .nd about 100 parts plants. They also have large factory buildings 
and advanced producing facilities and modern management. 


Yang Binyan said "We will develop our automotive industry with many specialized 
parts plants and four assembly centers in the cities of Chengdu, Chongqing, 


Qujing and Zunyi. 


Yesterday, the southwest China Light Motor Vehicle Industrial General Corpora- 
tion concluded a cooperative agreement with the Beijing Automotive Indus- 
trial General Corporation to manufacture one and three ton trucks with tech- 


nology imported from Japan. 


The two sides agreed that they will form "Beijing-Southwest China Light Motor 
Vehicle Industrial Group” which will be based in Beijing. The enterprises 
will launch wide ranging cooperative schemes in technology, production and 
management . : | 
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TRANSPORTATION 


SUBWAY FOR SHANGHAI APPROVED--Shanghai, March 21 (XINHUA)--The State Council 
has recently approved the construction of Shanghai's first subway, a local 
government official told XINHUA today. The projected subway, the city's 
present biggest municipal construction items, will draw a large sum of for- 
eign loans, apart from state allocations. The subway line will start from 
Xinlonghua in the southwestern party of the city to the newly-built passenger 
railway station with a total distance of 14.4 km, the official said, adding 
that a 660-meter section has so far been built for trial operation. [Text] 
[Beijing XINHUA in English 1603 GMT 21 Mar 87 OW] /6662 


GUILIN-LANZHOU TOURIST AIR SERVICE--Lanzhou, March 20 (XINHUA)--A regular air 
route opened Thursday from the northwestern city of Lanzhou, Gansu Province, 
to Guilin, a leading tourist spot in the Guingxi Zhuang Autonomous Region. 

The new flight leaves Lanzhou every Thursday and returns on Sunday, and it has 
an annual carrying capacity of 10,000 passengers. The new route is the second 
such service between China's northwest and Guilin after Xian, another major 
tourist city in the northwestern Province of Shanxi. Now, Gansu Province has 
opened 11 air routes connecting it with 14 other provinces and municipali- 
ties. When the enlarged Yunhuang airport in the northwest of the province 
resumes service this year, the Lanzhou-Gui!in route will be connected with the 
Lanzhou-Dunhuang route. Then, tourists will be able to travel between Guilin 
and Dunhuang within a day. [Text] [Beijing XINHUA in English 1238 GMT 20 Mar 
87 OW) /6662 


FOSHAN CIVILIAN AIR SERVICE--Guangzhou, March 18 (XINHUA)--A military airport 
in Foshan, a hometown of overseas Chinese in Guangdong Province, opened to 
civilian service today. Seven km from Foshan City and 21 km from Guangzhou, 
capital of Guangdong Province, the airport is able to accommodate all passenger 
aircraft except Boeing 747s. It will have regular flights from Foshan to 
Beijing, Nanjing and other major Chinese cities, local officials said. [Text] 
[Beijing XINHUA in English 1443 GMT 18 Mar 87 OW) /6662 


RAILWAY OPERATIONS INCREASED--Beijing, March 20 (XINHUA)--Starting April 1, 
China will increase its rail traffic by 20.5 pairs of passenger trains and 
648 pairs of cargo trains, bringing the total number to 993 pairs and 10,794 
airs, respectively, an official at the Ministry of Railways told XINHUA today. 
INearly 100,000 more passengers a year will be carried," he pointed out. Mean- 
while, the train speed was raised by 1.5 kph for passenger trains and 0.7 kph 
for freight trains. "Nine freight expresses will be added on major trunk 
lines," he said. The new timetable also adjusts the time of arrival of ex;ress 
cargo trains at the Shenzhen special economic zone to ensure the trains leave 
for Hong Kong the same day. [Text]. [Beijing XINHUA in English 1241 GMT 
20 Mar 87 OW) /6662 
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HONG KONG 


REPORT ON HONG KONG'S ECONOMY, PROSPECTS 
Beijing JINGJI CANKAO in Chinese 7 Jan 87 p 3 


[Article by Wang Yue [3769 2588], resident correspondent in Hong Kong: 
"Concerns Amid Prosperity in Hong Kong's Economy" ] 


[Text] Hong Kong's economy fared better in 1986 than in 1985. In 1985, the 
total output value rose only 0.8 percent over the previous year, but it is 
estimated that output value increased 5.6 percent in 1986 which is considered 
better than average by world standard. 


Hong Kong's economic growth was brought about mainly by its export trade; Hong 
Kong's economy is directly tied to its exports. In 1985, because of the slow- 
down in the American and European economies, consumption rates fell, and orders 
for Hong Kong products dropped; the reduction in exports in turn affected other 
parts of the economy. The situation turned around in the second quarter of 
1986 mainly because of economic recoveries in Europe and in the United States; 
their consumer spending increased, thus increasing their demand for Hong Kong 
products. In addition, exchange rates of the European currencies rose relative 
to the American dollar, and the value of the Hong Kong dollar fell along with 
the U.S. dollar devaluation: Hong Kong products became even less expensive. 

As a result, there was a flood of orders for Hong Kong products; the manufac- 
turing sector thrived. Factory utilization rate rose from 60 percent in 1985 
to 80 percent in 1986; the textile industry which was thought to be a "sunset 
industry" revived; toys, clocks and watches, electronics, plastic goods, and 
other export industries were profitable. Exports to 8 of Hong Kong's 10 

major markets, including the United States, West Germany, Great Britain, 
France, Canada, Holland, Singapore, and Japan, showed various levels of 
increase, although exports to Mainland China and Australia fell. According to 
statistics, in the first 10 months of 1986 Hong Kong's export value rose 14 
percent over the same period in 1985; total volume increased 10 percent. 


As for the entrepot trade, the situation has remained good for the past 2 
years. Hong Kong's enterpot trade value rose 26 percent in 1985, and on that 
basis, it continued to increase another 6 percent in 1986. 


The increase in export and entrepot trades spurred vigorous developments in 
warehouse, cargo shipping, insurance, and financial businesses. 
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Hong Kong's domestic economic activities such as real estate and tourism were 
very satisfactory too. In the first 10 months of 1986 the number of tourists 
reached a historical high. Foreign capital continue to flow into the city; 
the stock market was very active: the Hang Seng {ndex has been climbing in 
recent months and at present it has reached a ‘ecord high. 


Looking ahead into 1987, the future of Hong Kong's economic development is 
optimistic. In exports, the European and American markets will remain stable, 
and if the Hong Kong dollar can maintain its present exchange rate with the 
major European currencies, then Hong Kong's trade prospects with Western 
Europe will remain good; in fact many manufacturers and merchants have enough 
orders in their hands to last well into the first and second quarters of this 
year. Subsequent to further strengthening of her foreign exchange control and 
further improvements of her foreign trade system, Mainland China, Hong Kong's 
second largest trade partner, plans to increase the purchase of Hong Kong 
products in 1987. 


Thus far Hong Kong's overall economy appears healthy, but compared to the 
economic growth in South Korea and Taiwan which are in a comparable economic 
position, Hong Kong pales beside these competitors, especially in its ability 
to compete in the U.S. market. 


The decline in Hong Kong's competitiveness is due to inadequate industrial 
investments in recent years. Equipment and facilities in many factories are 
obsolete; technology has fallen behind; work efficiency and productivity cannot 
measure up to the standards in similar factories in South Korea and Taiwan. 
Therefore, increasing industrial investments, increasing the quality of Hong 
Kong's manufactured goods, and lowering production costs are tasks of top 
priority today. 


12986/ 12947 
CSO: 4005/347 END 


115 





















